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AEE REASONS WHY ROYALS 
A BETTER BUY FOR 





GREATER EFFICIENCY! Royal has more work-saving, time-saving features 
than any other typewriter. Result: Royals can deliver more letter-production per ma- 
gw chine. This is a fact. Call in your Royal representative—and be shown the proof—in 


an actual Royal demonstration! 


GREATER DURABILITY! Royals are the sturdiest typewriters engineerin 
: YJ g g 
science has produced. Because of this fact, Royals stand up longer, spend more time on 
Gea the job, /ess time out for repairs. Result: Royals cut stenographic work losses to a mini- 


mum, give you the maximum return from your typewriter investment. 


THE FAVORITE WITH TYPISTS! A national survey made among hun- 
dreds of business girls shows that Royal is the preferred typewriter—2 to I over any 
a = Other:- typewriter. Your stenographic staff will do more and better work on machines 
they prefer to use. Order Royals! 
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“DITTO PAYS FOR 
INVESTMENT 


20 TIMES A YEAR!” 


The Atlantic Steel Castings Company 


PEF SEYE vit 
SWE SEES 


In thousands of business organizations today 
—from great industrial giants to small offices 
—Ditto is getting things done—reducing com- 
plicated operations to simple routine. Without 
mats or stencils, with no special skills re- 
quired Ditto makes multiple copies of anything 
typed, written, printed or drawn—copies from 
a single paper original that can be used over 
and over again! ... Regardless of your kind of 
business, Ditto will save you time and money 
in Payroll, Production, Order-Billing and 
Purchasing operations. Write for actual 
Ditto forms and complete information. No 
cost or obligation. 


DITTO, Inc., 643 $. Oakley Blvd., Chicago 12, Ill. 


in Canada: Ditto of Canada, Lid., Toronto, Ontario 
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THIRTY-SEVENTH YEAR 
MARCHANT CALCULATING MACHINE CO. 
HOME OFFICE: OAKLAND 8, CALIFORNIA 
SERVICE EVERYWHERE THROUGH MANU- 
FACTURER’S SALES AND SERVICE AGENCIES 


Send for Index 946 Marchant Method-pamphlet, general accounting. 
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| DATES AHEAD 


All dates are listed as scheduled at time 
of publication of this issue. Subsequent 
changes may be made. 


SOUTHERN CONFERENCE 
January 24, 1947 


Dallas-Houston Controls 
at Houston, Texas 


THIRTEENTH EASTERN SPRING 
CONFERENCE 


March 16-18, 1947 
Hotel Statler, Washington, D. C. 


NINTH MID-WESTERN 
CONFERENCE 
May 18-20, 1947 
William Penn Hotel, Pittsburgh 


January, 1947 


January 2—Birmingham, Quad Cities 

January 7—Chattanooga, Twin Cities 

January 8—Baltimore, Bridgeport, Hart- 
ford, Western Michigan 

January 9—Dayton, New York City, 
Philadelphia, Toledo 

January 13—Kansas City 

January 14—Boston, Buffalo, 
nati, Cleveland 

January 16—Los Angeles, San Francisco 

January 17—Portland | 

January 20—Pittsburgh 

January 2i—Chicago, New Orleans, 
Springfield, Syracuse 

January 22—St. Louis 

January 23—Indianapolis 

January 24—Dallas (Joint Meeting with 
Houston, at Houston) 

January 28—Atlanta, Detroit, District 
of Columbia, Milwaukee, Chattanooga 

| January 29—Louisville, Rochester 

| January 30—Seattle 


February, 1947 


February 4—Chattanooga, Twin Cities 

February 5—Bridgeport 

February 6—Birmingham, Hartford, 
Philadelphia, Quad Cities 

February 10—Kansas City 

February 11—Boston, Buffalo, Cincin- | 
nati, Cleveland, Milwaukee | 

February 12—Baltimore, Western Mich- 
igan 

February 13—Dayton, Toledo 

February 18—Springfield, Syracuse 

February 19—Pittsburgh 

February 20—San Francisco, New York 
City 

February 21—Portland 

February 25—Atlanta, Chicago, Dallas, 
Detroit, District of Columbia, Hous- 
ton, New Orleans, St. Louis 

February 26—Louisville, Rochester 

February 27—Indianapolis, Seattle 
At the time this issue went to press, 

no definite meeting date had been set by 

the Los Angeles Control for February. 
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Introducing This Month’s Authors 








Samuel J. Broad (‘‘Property Account- 
ing,” page 12) has been associated with 
Peat, Marwick, Mitchell & Co., certified 
public accountants, since 1916 and has 
been a partner 
of that firm 
since 1927. He 
is a certified 
public account- 
ant of the State 
of New York 
and a number 
of other states, 
and a member 
of the American 
Institute of Ac- 
countants. He 
has been active 
in accounting circles, having served as 
chairman or member of a number of im- 
portant committees of the American In- 
stitute of Accountants and The New 
York State Society of Certified Public Ac- 
countants. These included the Executive 
Committee of the former and the Board 
of Directors of the latter, the committees 
on Accounting Procedure, on Auditing 
Procedure (of which he was chairman 
for five years), and on Cooperation with 
the Securities-Exchange Commission. He 
has served as Vice-President of the 
American Institute of Accountants, was 
its Treasurer for four years and President 
for the year 1944-45. 

Mr. Broad has previously addressed 
chapters of the Controllers Institute of 
America and been a contributor to THE 
CONTROLLER. Many of his papers and 
articles have been published in “The 
Journal of Accountancy” and a variety of 
other publications. 

Mr. Broad’s hobbies are golf (he 
claims that he has grown too old for 
tennis), gardening and carpentry. He 
treasures a number of awards which he 





MR. BROAD 


won (with nature’s help) for his ‘“Vic- 


tory” garden. 


Herbert B. Dorau (‘Price and Pro- 
duction Trends in Our Economy—The 
Broader Aspects,” page 16) has been a 
consulting economist for more than 
twenty years, and is, in addition, chair- 
man of the Department of Public Utili- 
ties and Transportation in the School of 
Commerce at New York University and 
a professor in the University’s Graduate 
School of Business. Holder of M.A. and 
Ph.D. degrees from the University of Wis- 


consin, and an 
A.B. from Law- 
rence College of 
Appleton, Wis- 
consin, Dr. Do- 
rau has also en- 
gaged in and 
directed research 
in the fields of 
public — utilities 
and urban land 
economics. He 
is author of 
three books in. 
his fields of activity, joint author of 
three others, as well as numerous articles 
and research reports on (to mention a 
few) public utility financing, transporta- 
tion capital, utility taxation, municipal 
ownership of utilities, holding com- 
panies, economics and accounting. Dr. 
Dorau originated and for a number of 
years made the periodic analyses of util- 
ity financing published by the “Journal 
of Land and Public Utility Economics.” 

Let it also be noted that, through resi- 
dence in northeastern New Jersey, he is 
a neighbor, more or less, of Dr. Foster 
with whom he joins in the discussion of 
the subject presented on pages 16-17 of 
this issue. 





DR. DORAU 


Of Dr. J. Rhoads Foster (‘‘Price and 


Production Trends in Our Economy— 
The Tax Influences,” page 17) it can be 
said that he is a native of Missouri, a 
resident of New 
Jersey, a lecturer 
on public utili- 
ties at New 
York University 
since 1938, and 
a consultant to 
regulatory com- 
missions and 
corporations 
since 1942. A 
look at the rec- 
ord also reveals 
that Dr. Foster 
has studied at Columbia University, New 
York University, and the University of 
Missouri, from which he received the de- 
gree of Ph.D. in political science in 1933. 
Beyond those facts, writes Dr. Foster, 
who obviously can turn a phrase with 
neatness and despatch, “‘a request for 
information as to one’s hobbies and out- 
side activities suggests that their posses- 
sion is to be expected and that they are 
even necessary to well-being. The point 





DR. FOSTER 






may be conceded but the austerity of a 
boyhood in the barren Ozark hills and 
the pressure of work during the last half 
dozen years makes plain if it does not 
excuse the difficulty which I have in com- 
plying with the request. The fact is that 
these satisfactions, which are not substan- 
tial, are limited largely to those available 
from pleasant living with a family, a wife 
and three children, on two acres of land 
in northern Bergen County. 

“As to articles, I have written a good 
many for professional publications but 
there is no merit in their mere number 
and no one has a significance which 
would suggest to me that I call it to your 
attention or to that of anyone else. The 
accomplishment in which I have the 
greatest satisfaction is the initiation some 
three years ago of the New Jersey Rate 
Adjustment Plan, a method of utility rate 
regulation, which in form is an improve- 
ment on the Washington Plan, but which 
is as yet untested by time or adversity.” 


Holder of the Legion of Merit, which 
he was awarded in January 1946, follow- 
ing his release to inactive duty as Cap- 
tain, USNR, Mr. Paget (‘“Tomorrow’s 
Responsibilities 
for the Control- 
ler,” page 8) is 
now a partner 
of Cresap, Mc- 
Cormick and 
Paget, of New 
York. During 
the war years, 
Mr. Paget de- 
voted a year to’ 
organizational 
problems of the 
Navy, the Army 
and the War Production Board, as a part- 
ner of Booz, Allen and Hamilton. There- 
upon, he entered the Navy in 1942, be- 
coming management engineer of the 
Navy Department. In this capacity, his 
office served as an internal management 
engineering staff to study various prob- 
lems of organization and methods. Over 
200 surveys were completed by this office 
during the war. These studies included 
the organization of Navy Yards, the or- 
ganization of Navy Public Relations, the 
To 
Naval Establishment, the organization 
and procedures for the medical supply 
system, the organization and procedures 
for the Radio Division, BuShips, studies 
of personnel utilization and numerous 
other surveys of similar nature. In this 
connection Mr. Paget’s office worked 
closely with all of the secretaries, the | 
principal officers in CNO and the chiefs 
of the various bureaus? 


Webb 





MR. PAGET 


—PAUL HAASE 


Management Organization of the | 
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@ Standard Federal Tax Reports — Complete, 
detailed, encyclopedic, the accepted reporter on 
federal taxes for revenue — “for the man who must 
have everything.” Swift weekly issues report and 
explain unfolding federal tax developments. 
Current subscription plan includes 6 loose leaf 
“bring-you-up-to-date” Compilation Volumes, and 
companion Internal Revenue Code Volume. 
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LACH TOPS IN ITS FIELD 


@ Federal Tax Course—1946-1947 Edition—Authentic tax train- 
ing, brush-up, and reference course in one handy volume. Explains 
federal taxation, with emphasis on income tax and withholding 
collection methods, under current laws up to date of publication. 


COMMERCE) CLEARING; HOUSE; ING, 
PUBLISHERS OF TOPICAL LAW REPORTS 


Cuicaco 1 
214 N. MICHIGAN Ave. 














¥Y Federal Tax Guide Reports — Concise, com- 
pact, understandable, here is the dependable 
reporter on the federal taxes of the ordinary cor- 
poration, the average individual, partnership, or 
business. One loose leaf Compilation Volume and 
matching Internal Revenue Code Volume included 
without extra charge to start new subscribers off 
on the right foot. 


Write for Complete Details 
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E-dttortal Comment 


Rearran gement of Earnings Statement Pro posed 


A interesting opinion has been put forward by a 
member of the Controllers Institute of America 
concerning the desirability of a change in what he 
terms the ordinary and orthodox form of a corporate 
earnings statement. 

He believes that this ordinary form improperly de- 
velops net income before taxes. All corporations do 
not classify their expenses the same way, and as a re- 
sult when one looks at the figure before taxes, one 
does not obtain the same information with respect to 
all companies. 

The taxes which are set out separately are in many 
instances only the income and profits taxes, all prop- 
erty and excise taxes being considered normal operat- 
ing expense. The corporate effort apparently has been 
to show that after everything else has been paid or 
provided for, taxes take the bulk of the earnings. 

This controller makes the point that the figures on 
an earnings statement would be less susceptible to im- 
proper interpretation if the taxes were to be absorbed 
among the ordinary expenses. He adds that there 
seems to be no reason why the amount paid for taxes 
should show as a separate deduction from gross any 
more than labor, insurance, maintenance materials, raw 
materials, and the like, should show as separate items. 
The point is made that it would be much more effective 
to arrive at a figure for income after all taxes and be- 
fore payments to labor. 

This commentator suggests that this is a subject 
which might well be studied and developed by one of 
the committees of The Institute. There is much food 
for thought in this proposal. 


Amendment of Wage-Hour Law in Interest of Fairness Is 
Overdue 
HE latest blow struck at business has been reduced 
in the newspapers to simply “portal pay,” from 
“portal-to-portal pay,” but it is looming larger each 
day to corporate executives who are entrusted with the 
responsibility of conserving the capital of their busi- 
nesses. 

Members of the Controllers Institute of America 
have been writing its headquarters to request that The 
Institute do something to head off or mitigate the ef- 
fects of the multitude of suits for back pay, based on 
a court ruling in the so-called Mt. Clemens Pottery 





case, to the effect that employees must be paid for the 
time spent on the premises, both before actually start- 
ing work and after stopping work. 

It appears that the only relief or remedy which can 
be effective must come through Congressional legisla- 
tion, and that is already on the way. In fact, a measure 
was before Congress at its most recent session which 
would have met the situation, but it failed of enact- 
ment in the Senate, after having been approved by the 
House of Representatives. That, or similar legislation, 
will be high on the list of bills for action on the calen- 
dar of the new Congress. 

The role of the controller in this matter will prob- 
ably be limited to computing and pointing out the 
amounts involved and payable under such suits. 

Industry has apparently gotten into this mess inno- 
cently. Most companies would have paid for the 
“portal” time currently if they had realized that it was 
due. It is the combination of the provisions of the 
Fair Labor Standards Act of 1938 and the achievement 
by labor of the portal-to-portal provisions subse- 
quently, that is responsible for the predicament in 
which employers find themselves. 

One controller writes that an employer is entitled to 
some definite assurance of legal immunity when he 
is complying fully with legal requirements. Overnight 
changes in the requirements, or hidden and unsus- 
pected requirements, with which employers are sud- 
denly confronted, do not seem to be in the American 
tradition of fair play. 

The original intent of the Fair Labor Standards Act, 
this controller points out, has been sorely distorted by 
both regulations and court decisions, which places an 
extra burden on employers. 

Honest attempts to comply with the provisions of 
the law frequently go for naught as penalties are ex- 
acted under some quirks which were wholly unpre- 
dictable. Amendment of the Fair Labor Standards Act 
would seem to be in order, and controllers could give 
voluminous testimony concerning settlements and pen- 
alties which on the surface appear to have been far 
beyond the intent of the law. 


Public Opinion—A Ghost That Haunts Profit Statements 


AS editorial in the December number of “The Jour- 
nal of Capital’ describes public opinion as “the 
ghost that is haunting every profit and loss statement, 
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every balance sheet.” It is further described as “the 
most irresistible force in business, as in political af- 
fairs.” 

If public opinion is based on honest information it 
can create the conditions necessary for prosperity, this 
editorial points out. Based on misinformation or lack 
of information, with respect to the basic economics of 
business, it can ruin companies, industries, nations. 

What happens between gross and net income is of 
grave concern to every investor, and is becoming the 
concern of millions who will depend on pensions, is 
another thought advanced by the editorial to which 
§ reference is made. This editorial advocates putting em- 
| phasis where it belongs—on the human factors, the 
public relations of business. ‘“Public antagonism or in- 
difference to fair profits can undo the best work of 
management in producing and selling its goods and 
services, can turn gross profit into net loss,” says this 

writer. He goes on to say that in technical knowledge 
of production and sales American industry is unsur- 
passed, and that used to be sufficient for successful 
operation. That was before the wave of mistrust and 
misunderstanding brought repeated attacks on the thin- 
ning profit margin. Fertile ground for sowing distrust 
and antagonism was provided by the breach in personal 
contact between management and employees. This 
writer terms this a ‘‘failure in the humanities of busi- 
ness,” something which affects every prospective in- 
vestor. 

It is incumbent on controllers to do all they can to 
aid in laying the ghost in the profit statement. 


Can Real Facts Catch Up With Nathan Report? 


i Papasnze dys and dangerously erroneous” is the 
way the Machinery and Allied Products Institute 
characterizes the ClO-sponsored Nathan report on 
| wage increases (without price advances) which was 
put out as a guidepost for 1947. “It is astonishing, 
even incredible, that anyone should have the temerity 
to assert that a further increase averaging 25 per cent. 
can be made without price advances and a rise in the 
cost of living,” says this analysis of the Nathan report. 

Facts and figures perhaps will never be able to catch 
up with the impressions created by this report, yet it 
would appear that the least that can be done is to com- 
pile such figures in an attempt to correct the erroneous 
impressions. 


New Name, Same Objectives 


4 Advisory Council on Federal Reports is the 
new name, as of January 1, of what was formerly 
the Advisory Committee on Government Question- 
naires. The plans for the change were completed at a 
meeting of the Committee in New York City early in 
December. 

Reorganization of the Committee, and a decision to 
continue its functions, came about as the result of a 
specific request by the Director of the United States 
Bureau of the Budget. The sponsoring organizations, 
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among which the Controllers Institute of America is 
numbered, had approved the reorganization. 

Continuation or establishment of thirteen special 
committees on questionnaires and reporting problems 
was authorized in the reorganization meeting. Eleven 
industry-wide, or special problem areas, will be subject 
to observation and study with a view to the possible 
establishment of additional committees. 

Among the committees to carry on the activities of 
the new Council are: Census of Manufacturers; Radio 
Broadcasting Reports; Public Utilities Reports; Rail- 
road Statistics; Financial Reports; Productivity Sur- 
veys; Employment and Payroll Reports; Safety, Acci- 
dent and Health Reports; Chemical Reports; Paint, 
Varnish and Lacquer Reports; Food Industry Reports; 
Pulp, Paper and Paper Products Reports; and Electrical 
Products Industry Reports. 

Mr. Earl Constantine, President of the National As- 
sociation of Hosiery Manufacturers, continues as 
Chairman of the Council. Each of the seven sponsors 
is entitled to two representatives; four members will 
represent business at large. Mr. T. M. Brennan, Ex- 
ecutive Director of the National Industrial Council, 
and Mr. Russell Schneider will continue as treasurer 
and executive secretary, respectively. 

The new Council will carry on work along the lines 
laid down by the Advisory Committee on Government 
Questionnaires and will continue as the official busi- 
ness consulting medium of the United States Bureau 
of the Budget. 

A canvass has been made of American trade associa- 
tions to discover troublesome government question- 
naires and report forms, and opportunities which may 
exist to improve the federal report and statistical pro- 
cedures. 

The two members of the Council who represent the 
Controllers Institute of America are Mr. E. E. McCon- 
nell, of the Norton Company, Worcester, and Mr. 
Lisle W. Adkins, of The Crosley Corporation of Cin- 
cinnati. 

The Advisory Committee on Government Question- 
naires has been highly commended for the time and 
money-saving results which it accomplished during the 
war. Controllers have been found to be most effective 
in aiding the Committee in carrying out its work. The 
field is what is termed a “natural’’ for controllers. 
There is every reason to believe that the work of the 
Council will be even more effective in the future than 
in the past. 


How 1947 Looks 


YEAR of adjustment is the way 1947 is described 
by those who are making prognostications; with 
some deflation after a brief period of rising business in 
the first part of the year. 
Contrast this forecast with 1946’s boom in wages, 
production, prices, and of rising inflation. 
And in December next, check up on the seers. 
—A. R. T. 











A few days ago I noticed an article 
tucked away on an inside page of my 
newspaper which carried the startling 
headline: “Finding of Key to Life’s Ori- 
gin Predicted Soon.” The story which 
followed unfolded a highly fascinating 
statement by Professor Harvey, of Prince- 
ton University, regarding new tools now 
available to the biologist which permit 
him to examine more closely the chemis- 
try and physiology of growth. One of 
these tools, the electron microscope, has 
the amazing power of revealing to the 
eye objects 1,000 times smaller than the 
smallest objects revealed by light. 

This story of the revolutionary ad- 
vances which are taking place in the field 
of biology calls to mind the large array 
of new machines, techniques and devices 
which have come to fruition under the 
urgent necessity of the war, and which 
under the normal requirements of peace 
will be adapted and applied to improv- 
ing our knowledge of the universe and 
making our daily living more pleasant. 
To my layman’s mind it appears that 
tomorrow's responsibilities for the biolo- 
gist, the chemist, the aeronautical engi- 
neer, and for many other scientific and 
engineering groups, are rather clearly out- 
lined, far into the future, by the vast 
number of recent advances in their fields. 

At the time I chanced upon this story 
I was turning over in my mind the sub- 
ject of this paper, and immediately set 
to reviewing the trends in management 
during the past six years, in the hope of 
compiling some equally imposing list of 
developments and innovations which 
might point with startling clarity to new 
vistas for top-management. 

My search has not been as productive 
as I had hoped it might be. Management, 
caught in the cross-fire of labor unrest, 
declining profits, mounting inventories, 
rising costs, material shortages, and legis- 
lative investigations, has been no more 
impressive in furnishing the direction so 
badly needed by our economy than have 
the representatives of other groups in our 
social structure. In explaining this para- 
dox, I think it is fair to conclude that 
while management has learned many 
things in coping with problems of un- 
precedented size and complexity during 
the war, as yet we in management have 
not laid a plan, or developed effective 
techniques, for applying this knowledge 
to business operations in the still ap- 
proaching peace-time economy. 


Tomorrow's Responsibilities 
for the Controller 


By R. M. Paget 


It thus seems appropriate for us to 
consider the steps which each of us 
should take, as members of that some- 
what vague group called ‘‘top-manage- 
ment,” to isolate and apply the new 
or revised principles of management 
learned at such great cost during the past 
few years. I propose that we set about 
outlining such a program for self-im- 
provement from the controller’s point of 
view by asking three very pertinent ¢ 
tions about the controller and his task: 


I. Who is the Controller—zhat is, what 
Special talents and aptitudes must this execu- 
tive bring to top-management in any business 
organization? 

II. What is the Controller’s Job—in terms 
of the scope of his duties and his logical im- 
pact on the organization at large? 

III. Where is the Controller headed—what 
concrete blueprint for the future should guide 
his efforts? 


I would like to preface my observations 
on each of these questions by admitting 
that I would not have the temerity to 
speak so frankly or so freely with any 
except a group of men such as yourselves. 
Your main interest in life, as mine, is 
in assisting management, and to do this 
you are continually diagnosing the ills 
and weaknesses of your business, realiz- 
ing that critical appraisal must precede 
positive, constructive improvement. Thus 
I offer the following as plain thinking, 
plainly stated. 


I. Who Is the Controller? 


One of my colleagues in the manage- 
ment engineering profession has recently 
devised a vocational guidance technique 
founded on the premise that adults of 
working age divide into four fairly dis- 
tinct categories from the standpoint of 
dominant aptitudes: 


First—There are those whose highest ability 
is expressed in working with “people.” 

Second—Those who are most gifted in de- 
veloping and presenting “ideas.” 


Third—Those who are skilled in dealing 
with “things’—that is, physical objects such 
as machines. 

Fourth—Those who are most adept in deal- 
ing with “numbers’—or figure-facts. 


While this list may be an over-simpli- 
fication of basic human aptitudes, it de- 
fines in a very understandable form the 
cardinal abilities and characteristics which 
people in general possess, and empha- 
sizes the often ignored fact that no man- 
agement organization can be complete, 
whether that organization be one man or 
a hundred men, unless all of these apti- 
tudes are present in dynamic form. With- 
out the aptitude for working with peo- 
ple, the organization lacks sound indus- 
trial relations or aggressive sales manage- 
ment. If the aptitude for developing and 
presenting ideas is missing, the organiza- 
tion lacks vision and the genius to pio- 
neer in developing new products, new 
processes and new markets. Manufactur- 
ing and production will not respond 
properly unless management knows how 
to secure maximum use of its physical 
facilities. And without the indispensable 
numbers factor management will suffer 
from weak financial control. Obviously a 
primary responsibility of the controller 
is to supply this fourth ability as his para- 
mount contribution to the top-manage- 
ment team. Upon this aptitude hinges the 
ability of management to maintain an 
adequate financial position, to fashion 
the tools and the yardsticks by which to 


judge its performance, and to search out 


and eliminate sources of waste. 

As many of you know better than I, 
top-management is not always quick to 
recognize that it must consciously and 
deliberately staff itself with men whose 
talents produce a balanced combination 
of these four basic abilities. My own ex- 
perience over past years in analyzing the 
causes of poor performance in all types 
of organizations has demonstrated that 
whenever top-management lacks one of 





to future possibilities. 


trol, will prove of real value. 





: WHO? WHAT? WHERE? 


That controllership is dynamic, ever-evolving, is a fact demonstrably evi- 
dent in recent decades. Now, in this postwar period, it is well to “stop- 
look-listen,” to reconsider the wartime trends in the field, and to look ahead 
As a stimulus to such self-appraisal, Mr. Paget's 
| manuscript, which he delivered at a recent meeting of the Cleveland Con- 
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these basic aptitudes, that organization 
has developed a deficiency just as destruc- 
tive to profitable operation as the absence 
of proper diet is to bodily health. 

The Navy Department struggled dur- 
ing the early years of the war without a 
full-time fiscal executive in its top-man- 
agement group. However, under the 
mounting volume of contracts and spe- 
cial appropriations complicated by the 
granting of loans, advance payments, par- 
tial payments and renegotiation, man- 
agement soon found itself with a vast 
fiscal organization numbering well over 
6,000 people, whose policies, procedures, 
and performance were not receiving con- 
tinuing coordination and guidance. The 
solution, which paid immediate and rich 
dividends, was to create in top-manage- 
ment the position of ‘Fiscal Director,” 
and to give the incumbent of this posi- 
tion full participation, directly under the 
Secretary of the Navy, in pas and 
directing the Navy’s fiscal affairs. 

My first recommendation to you who 
must provide the essential ‘numbers fac- 
tor” to your respective top-managements 
is that you appraise the qualifications of 
yourself, and of your principal assistants, 
to determine whether you and your group 
are fully qualified to meet tomorrow's 
responsibilities by contributing your part 
to top-management. This critical self- 
appraisal should be directed toward lay- 
ing out a plan of self-improvement along 
two primary lines: namely, 


1. By determining, and frankly admitting to 
yourself, those subjects and fields in which 
you individually should seek to expand your 
knowledge and understanding. The executive 
who would participate more effectively in 
bringing his business to a more stable and 
socially satisfactory basis, must, at a real 
sacrifice of his personal time, continuously 
seek to broaden and expand his education. 
Dr. Harry Arthur Hopf, a foremost student 
of management, puts this need succinctly, 
though bluntly, by stating that we need in 
management today “more scholars’ and “fewer 
economic and social illiterates.” It has been 
my observation that many men who have at- 
tained executive status automatically consider 
themselves specialists, or experts, in their par- 
ticular field, and immediately proceed to cut 
a narrow groove, worn deeper and deeper by 
the erosion of day by day detail, thus pro- 
gressively closing their vision. If I have any 
fault to find with the otherwise very valuable 
contribution of professional associations such 
as this one, it is that some tend to dwell too 
largely on their own specialized interests, and 
thus at times do not stimulate their members 
to think in broad terms about their respon- 
sibilities to business and society at large. 

2. The second phase of this plan of self- 
improvement should be directed toward de- 
veloping or recruiting qualified assistants, |i 
ticularly in the junior executive ranks, whose 
capabilities conpensate clearly and directly for 
your own limitations. It is seemingly difficult 
in many cases for a top executive to identify, 
or to admit his limitations to the point of sur- 
rounding himself with associates and assistants 
who are better educated, or more skillful than 
himself, in those fields where he is deficient. 
An executive of my acquaintance is so ob- 
sessed with the fear of one day being un- 
seated by a young man of superior capacity 
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that he frankly states it is his policy not to 
employ men who are smarter than he is. Yet 
this executive has been ‘wondering for the 
past ten years why his business has failed to 
progress to a position of leadership in his 
industry, and why he is unable to hold able 
young men in his firm. The task of defining 
accurately the type of junior executive assist- 
ants required, and of locating and hiring such 
men, should be a continuing responsibility of 
every top-management executive. It is ada- 
mittedly a most difficult task today because 
such young men are scarce and can seldom be 
located readily through normal employment 
channels. Of more importance I believe is the 
fact that top-management seldom devotes suf- 
ficient thought to devising an effective plan 
of attracting, developing, and rewarding ade- 
quately such qualified young executives. 


II. What Is the Job of the Controller? 


Of course, the successful controller 
must contribute much more than the 
“numbers factor’ to the management of 
a business. The controller's job, per- 
formed properly, is an exceedingly com- 
plex one. The Controllers Institute’s 


~ seventeen-point statement of the “Duties 


of the Controller” is probably the most 
complete and usable definition of its kind 
which has been devised for any of the 
key management executives. This state- 
ment has become the “bible” for pre- 
paring statements of the functions of a 
controller. 

I would like, however, to challenge the 
adequacy of this statement on two counts, 
because I feel that to meet tomorrow’s 
responsibilities the controller's tasks must 
ot somewhat beyond the scope en- 
visaged by this statement: 

In the first place, I do not find in this 
concept of the controllet’s functions a 
sufficiently clear and comprehensive pres- 
entation of the overall objectives of the 
controller’s job, and of the end-results 
which he should provide for top-man- 
agement. 

And secondly, I feel that the defini- 
tion tends to citcumscribe and over-for- 
malize the place of the controller in 
management—a defect which is difficult 
to avoid in preparing detailed organiza- 
tion charts and functional statements. 

Considering my first ‘complaint,’ the 
seventeen-point enumeration, when ap- 
plied literally and without imagination in 
a business organization, frequently has 
resulted in merely expanding the duties 
of, and giving a more dignified title to, 
the chief accountant, or the principal 
auditor, or the office manager. While 
specific functions such as developing and 
installing record systems, preparing and 
interpreting reports, compiling data, and 
certifying documents, may result in the 
standardization of records and account- 
ing practices and in the maintenance of 
essential financial controls—these func- 
tions, no matter how efficiently per- 
formed, cannot assure management that 
the controller is face to face with the 
fiscal and administrative problems of 
greatest current importance, or that he is 
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prescribing the steps which management 
should take in their correction. 

Furthermore, I would like to take issue 
with the tendency to distinguish between 
and segregate the controller’s job, the 
treasurer's job, the office managet’s job, 
and the functions of organization and 
cost control. In many businesses today 
it is considered “good organization prac- 
tice’’ to divide these responsibilities be- 
tween two, three, and sometimes four, 
coordinate executives, each reporting sep- 
arately to the president, or general man- 
ager, who, it should be remembered, is 
responsible for the direct administration 
of many other aspects of the enterprise, 
including peaSass iat engineering, 
research, sales, industrial relations, pur- 
chasing—in some cases as many as twenty 
coordinate functions. Such a pattern of 
management organization not only neu- 
tralizes the ability of the chief executive 
actively to oversee so many parts of his 
organization, but it overcomplicates the 
management structure, leading to compe- 
tition among department heads for the 
same responsibilities, duplication of ef- 
fort, conhict and confusion. In my judg- 
ment, management cannot meet the re- 
sponsibilities of tomorrow, any more 
than our armed forces could strike 
swiftly and effectively at the enemy, un- 
less the apex of the organizational pyra- 
mid is made up of a small, highly quali- 
fied group of executives, who combine 
the basic aptitudes and abilities outlined 
earlier—that is outstanding competence 
in the handling of people, ideas, things 
and numbers. The organization is rare, 
in my opinion, which requires or can 
justify in top-management more than one 
full-time executive responsible for fiscal 
affairs and business administration. Thus, 
as my second recommendation to the 
Controllers of tomorrow, I urge you to 
revise the concept of the controller’s posi- 
tion to that of a “Director of Business 
Administration”—or Vice-President in 
Charge of Administration, if you prefer 
—whose mission is to bring under single 
management control not only all fiscal 
matters (accounting, auditing and treas- 
ury functions) but likewise the many and 
varied administrative functions which 
serve and support manufacturing and 
sales activities; namely, office manage- 
ment, organization planning, personnel 
utilization, administrative expense con- 
trol, budgeting, and related matters. 

I would again like to illustrate the ap- 
plication of this concept by reference to 
lessons learned in the Navy Department 
during the war. A moment ago I men- 
tioned the need which led to the estab- 
lishment of a “Fiscal Director’ to coordi- 
nate all finance and accounting activities 
in the Navy. As our experience grew we 
found that the purview of this executive 
was not broad enough to encompass the 
total problem of business administration, 
and, after extensive study, our top-man- 
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agement team reporting to the Secretary 
of the Navy was constituted by four prin- 
cipal executives: 


A Chief of Naval Operations—to command 
the fighting forces—comparable to Sales and 
Merchandising Vice-Presidents, in industry. 

An Assistant Secretary to administer mate- 
riel matters—comparable to Manufacturing 
and Purchasing Vice-Presidents in industry. 

An Assistant Secretary to administer per- 
sonnel matters—comparable to an Industrial 
Relations Vice-President in industry; and 

An Under Secretary for business adminis- 
tration. 


I would like to quote to you a sum- 
mary statement of the responsibilities of 
this last executive as it was issued by the 
Secretary of the Navy: 


“The Under Secretary of the Navy is hereby 
delegated the responsibility .... for assur- 
ing that the ‘business administration’ of the 
Naval Establishment is properly administered. 
.... This responsibility shall include general 
supervision of matters of organization, staffing, 
administrative procedures; the utilization of 
personnel, materials and facilities; and the 
budgeting and expenditure of funds.” 


My second challenge to the seventeen- 
point statement of the Controller's job is 
that it fails to dramatize to the top-man- 
agement group as a whole the creative, 
planning and thinking responsibilities of 
the Controller as a member of top-man- 
agement, because it circumscribes _ his 
functions, and describes his duties in 
terms that sound negative and “‘stodgy.” 
One can almost see in these words a 
somber gentleman, in a black suit, his 
black hat and umbrella on the rack, pour- 
ing over pages of most uninspiring fig- 
ures, whose automatic reaction to every 
proposal is “‘no, it exceeds the budget.” 
It is true in old concerns that this ‘‘bogey- 
man” is a hangover from the time when 
the head bookkeeper was just such a char- 
acter, but this was also before the inter- 
pretation and imaginative use of figure- 
facts became coordinate with manufac- 
turing and sales in importance to top- 
management. The remedy which I would 
propose is not, of course, a change in the 
fundamental duties which are prescribed, 
but an additional definition of the func- 
tions of the controller in top-manage- 
ment, as opposed to his duties in admin- 
istering certain assigned functions. While 
a formalized, highly specific definition of 
duties is necessary below the top-manage- 
ment level, the reverse is desirable with 
respect to the controller's job at the top- 
management level. At this level a small 
group of men must gather frequently 
both formally and informally, to think 
about all the major probiems of the en- 
terprise, and to plan as a unit, rather than 
as individuals, i the future of the busi- 
ness. These higher councils can achieve 
their greatest usefulness when the group 
can sit as do the principals in a partner- 
ship, each with an equal vote on all mat- 
ters, unhindered in their thinking and 
planning by position, prestige, red tape 
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and the minutiae of detail. In this phase 
of his work, which should represent a 
significant part of the actual time spent 
by the controller in tomorrow’s business, 
the less formalized and the more fluid 
the interchange of ideas, the better. At 
this level everybody’s problems are logi- 
cally of interest to the controller, since 
he has the most thorough, detailed and 
factual view of the business from. the 
“inside out.”” A most apropos statement 
along this line (and one which is worthy 
of being the epilog to any definition of 
the controller’s job) was made by Mr. 
V. A. Davis, General Manager of Graton 
and Knight, in a letter to the National 
Committee on Education of the Control- 
lers Institute: 


“He (the controller) should be a thinker, able 
to look ahead and anticipate what results will 
be if certain moves are made; a planner who 
can arrange his own and other people's work 
to a nicety; a coordinator, who is able to tie 
in all ends of a complex situation; and a sym- 
pathetic listener who is always ready to assist 
one in. need of help.” 


Finally, let us consider the third ques- 
tion in our appraisal of tomorrow’s te- 
sponsibilities for the controller: 


Ill. Where Is the Controller Headed? 


Thus far I have proposed that the 
controller who is competent to assume to- 
morrow’s responsibilities must equip him- 
self by continuing self-education, by sur- 
rounding himself with assistants possess- 
ing the skills which he lacks, and by 
raising the level and broadening the 
scope of his functions. In concluding my 
observations I would like to enumerate 
a few specific projects which should be 
receiving attention by the controller to- 
day, or which should be placed on his 
calendar for action ‘tomorrow.’ These 
projects are not intended to present a 
comprehensive outline of the many new 
and additional responsibilities which the 
controller shall assume in the manage- 
ment of tomorrow’s business, but are of- 
fered to provoke thinking about some of 
the avenues along which the controller's 
efforts should be developed or expanded. 


1. Projects to aid the Chief Executive 
—The lessons of the war demonstrate 
with great clarity the obligation of the 
top control executive to conserve the time 
of his chief in two important ways: 


First—By devising and maintaining “'prog- 
ress reports’ for each major activity report- 
ing direct to the chief executive, so that this 
executive has an organized, factual basis upon 
which to review periodically the progress and 
current accomplishments of each of his prin- 
cipal assistants. Such “progress reports” need 
be nothing more than an orderly itemization 
of the specific projects to be completed by each 
major department, supplemented at intervals 
by a concise summary of the status of each 
project, the results being obtained, and an 
indication of matters requiring the personal 
attention of the chief executive. 

Second—By developing and publishing at 
frequent intervals a compact summary of op- 






erating results, covering all phases of the 
company’s activities, for review and study by 
the chief executive and his key assistants. I 
realize that most of you already are furnishing 
much of this type of information for the use 
of your top-management and of your associates 
in the executive family. During the war and 
the present reconversion period, management 
has required much special information of a 
type whicd may not be as useful in the period 
ahead. If your reports include all the pertinent 
facts, contain only essential information, and 
make use of the techniques of graphic presen- 
tation to aid in interpretation, then. you are 
performing a true service to your management. 


2. Projects to aid the Sales Depart- 
ment—In many businesses the war had 
brought radical changes in market cover- 
age and distribution channels. Under the 
limitations imposed by priorities, material 
allotments, rationing, and price control, 
desirable outlets were reduced or dis- 
continued in some cases, while undesir- 
able outlets were developed. Thus, the 
controller should assist the sales depart- 
ment to evaluate the existing distribution 
structure in terms of its profit potential- 
ity. 

This he may do by such things as 


a. Analyses to determine profitable and un- 
profitable lines, and profitable and unprof- 
itable products within those lines. 

b. Analyses of sales deductions including trade 
discounts, commissions, preferential dis- 
counts and freight absorption because of 
geographical location. 

c. Determination of the cost of alternative 
methods of distribution such as the use of 
consigned jobbers vs. company owned ware- 
house; or, the cost of operating a cen- 
tralized vs. a decentralized sales organiza- 
tion. 

d. Developing information for sales forecasts 
and performance budgets. 


Of importance to many concerns, par- 
ticularly those in the retail field, is the 
fluctuating cost of distribution. Accord- 
ing to the National Retail Dry Goods As- 
sociation, these costs tend to rise when 
the production of goods is easy and 
cheap, and to drop when production is 
limited. An analysis of the causes under- 
lying such fluctuations should be under- 
taken by the controller in order that ef- 
fective controls can be instituted toward 
the end of achieving greater stability in 
these costs. 

Furthermore, the controller should, it 
seems to me, ever be aware of his ‘‘cus- 
tomer relations” responsibilities, and of 
his many opportunities for “institutional 
advertising” through courteous and 
imaginative handling of the customer 
contacts in which the order, billing, credit 
and adjustment. departments are con- 
cerned. 

3. Projects to aid Manufacturing and 
Purchasing—All of us have a sense of 
foreboding today over the possible exist- 
ence of inflated requirements in our back- 
log of unfilled orders—both customer 
orders and our own purchase orders. The 
declining stock market, presaging a pos- 
sible slackening of public buying and a 
drop in prices, further emphasizes the 
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importance of trimming and stabilizing 
inventories. Every controller should, in 
collaboration with the purchasing execu- 
tive, keep top-management fully informed 
today regarding the composition of his 
company’s purchase commitments, so 
that instances of inflated requirements 
can be corrected currently, and balanced 
inventories maintained. 

With specific reference to the manu- 
facturing or operating vice-president, the 
alert controller should be well along into 
an analysis of the use of facilities, with 
special emphasis on the use of marginal 
facilities and a program for the abandon- 
ment of marginal eng Here, too, the 
analysis of profitable and unprofitable 
production should be used in coordinat- 
ing the manufacturing program with the 
Sales Department. 

4, Projects to aid Industrial Relations 
—One of the most useful management 
tools developed during the war by both 
the War and Navy Departments was a 
technique for inventorying the utiliza- 
tion of office personnel, with the objective 
of securing maximum performance with 
the fewest number of people. Many 
methods of achieving this highly im- 
portant objective were tried during the 
war to cope with the critical shortage of 
office workers. The most satisfactory 
method, and one which I commend to 
the study of every controller, is an audit 
conducted jointly and concurrently in 
each department by the controller's staff 
and the personnel or industrial relations 
department, for the purposes of: 


a. Eliminating unnecessary work and simplify- 
ing essential work. 

b. Establishing a personnel budget based on 
actual workload and reasonable production 
standards. 

c. Placing each worker in the job which best 

utilizes his abilities; and 

Determining the proper rate of pay for 

each job. 


d. 


Another project, of value both to in- 
dustrial relations and to manufacturing, 
is studies of the effect on costs in your 
business of the guaranteed annual wage, 
the Foremen’s Union, and various other 
possible union demands. It is important 
in such studies to show not only the costs, 
but to determine any specific cost reduc- 
tions or increased profit factors which 
would result from employer-union coop- 
eration leading to increased production or 
more efficient use of equipment. 

5. Improvements in Accounting Rec- 
ords and Systems—This brief list of some 
of the projects which should be under- 
taken by the controller in meeting to- 
morrow’s responsibilities would be in- 
complete if it did not include mention of 
the desirability of simplifying the ac- 
counting and other record keeping func- 
tions for which the controller is directly 
responsible. 

These opportunities are never-ending, 
thanks to inventive genius of America’s 


office equipment and supply industry. 
Perhaps some of you had an opportunity 
to visit the National Business Show. If 
you did, I feel certain you came away 
with one or more ideas for revising the 
preparation and maintenance of your rec- 
ords. I was particularly impressed with 
the advances which are being made in 
the development of office machines such 
as the cycle billing machine, various ad- 
dressing and duplicating devices, and the 
transmission of typewritten data by wire. 
I believe every controller can reap con- 
tinuing benefits by assigning to one of 
his staff assistants the responsibility of 
keeping in touch with developments in 
the office equipment and supply industry. 

I likewise feel that there is a definite 
need for more imagination and experi- 
mentation in revising the methods and 
systems used in our routine accounting 
and billing functions. Our overwhelm- 
ing desire to preserve checks and bal- 
ances in these systems, and our tendency 
to follow “accepted practices,” often re- 
sult in an over-elaboration of control rec- 
otds, and in the maintenance of dupli- 
cating subsidiary records whose current 
value is negligible. 


SUMMARY OF CONCLUSIONS AND 
RECOMMENDATIONS 


In the foregoing discussion we have 
examined the controller's responsibilities 
of tomorrow by asking three pertinent 
questions about the controller and_ his 
job: 

Who is the controller—That is, what 
special talents and aptitudes must this 
executive bring to top-management in 
any business organization ? 

W hat is the controller's job—In terms of 
the scope of his duties and his logical 
impact on the organization at large? 

Where is the controller headed—That is, 
what specific projects should be receiv- 
ing attention by the controller today, 
or should be placed on his calendar 
for action “tomorrow”’ ? 


I have suggested in answer to these 
questions that the controllers of today 
should equip themselves for tomorrow's 
responsibilities by adopting a nine-step 
program. This program proposes: 


1. That the controller seek to expand his 
economic and social knowledge by a planned 
program of self-education, since the manage- 
ment of tomorrow will require more broadl) 
trained executives and fewer narrow special- 
ists. 

2. That the controller follow a deliberate 
plan of surrounding himself with competent 
assistants who are better educated or more 
skillful than himself in those fields where he 
is deficient. 

3. That the controller 


seek to raise his 


stature in top-management to that of a “Di- 
rector of Business Administration’ by inte- 
grating under his supervision all matters re- 
lating to organization; staffing; administrative 
procedures; the utilization of personnel, ma- 
terial and facilities; and the budgeting and 
expenditure of funds. 
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4. That the controller's participation in top- 
management councils be that of a “partner 
with equal voting rights.” 

5. That the controller undertake to con- 
serve the time of the chief executive by pre- 
paring “progress reports’ for each major de- 
partment of the company; and by translat- 
ing essential operating statistics into simple, 
compact reports. 

6. That the controller aid the sales depart- 
ment by evaluating the profit potentiality of 
existing distribution channels, and existing 
product lines; by analyzing distribution costs; 
and by more imaginative handling of the cus- 
tomer relations involved in order, billing, 
credit and adjustment contacts. 

7. That the controller assist manufacturing 
and purchasing by analyzing the composition 
of current purchase commitments to avoid in- 
flation of requirements to maintain balanced 
inventories; by evaluating the use of present 
facilities; and by providing a factual basis for 
coordination with Sales. 

8. That the controller collaborate with the 
industrial relations department in inventory- 
ing the utilization of office personnel, with the 
objective of securing maximum performance 
with the fewest number of people; and that 
he pre-evaluate the possible effect of know 
objectives of the unions. 

9. That the controller seek further refine- 
ment and simplification in accounting records 
and systems by taking advantage of advances 
in the office equipment field, and by experi- 
menting with new methods of performing rou- 
tine accounting and billing tasks. 


Utility Statistics: 1946 


The 1946 edition of “Financial Sta- 
tistics of Electric and Gas Utilities” is 
now available at $12.50 for single copies 
($10 for additional copies) from the 
publisher, C. A. Turner, 208 South La- 
Salle Street, Chicago. 

That the electric and gas operating 
companies are in excellent financial po- 
sition today, this publication indicates 
plainly and convincingly. The data are 
presented in a standard manner, and 
are of utmost value to every person or 
corporation interested in the utility 
business. 

The edition comprises 443 pages of 
statistics and charts on the electric and 
gas operating companies in the United 
States having assets of $5,000,000 or 
more. It contains a number of valuable 
features which are additions to the 
1945 report, including the following: 
(a) analysis of the common stocks; (b) 
1946 new and proposed financing up to 
the date of printing; (c) an alphabeti- 
cal directory of over 2600 officers and 
directors; (d) a break-down of the 
property account showing original cost 
where the property was reclassified. 


* % * 


Of the ten states that lead the nation 
in revenue collections from gasoline taxes, 
Florida with its levy of 7 cents a gallon 
had the highest tax rate of the group. 
North Carolina collected 6 cents per 
gallon; Indiana, New York, Ohio, Penn- 
sylvania, and Texas imposed a tax of 4 
cents per gallon; California, Illinois and 
Michigan collected 3 cents per gallon. 








Until the last few years we had come 
to regard property accounting, though im- 
portant, as not particularly difficult and 
not particularly interesting. Fairly general 
agreement had been reached on the 
proposition that cost is the proper foun- 
dation of accounting for property and, 
while recognizing that appraisals which 
had previously been set up in the accounts 
could not be arbitrarily disposed of, the 
setting up of appraised values in a con- 
tinuing corporation was discouraged. 

There was also pretty general agree- 
ment on the proposition that if a corpo- 
ration carried its property in its balance 
sheet at appraised values it should use the 
same basis for charging depreciation 
against its income and this practice also, I 
believe, is almost invariably followed to- 
day. 

Changing times, however, bring new 
problems, and the impact of the war and 
increasing government regulations have 
brought new problems in this field too. 
Perhaps before proceeding to a discussion 
of some of these newer problems it would 
be well to refer briefly to some of the 
fundamentals which underly our — 
to them. First and foremost I could men- 
tion the utilitarian nature of accounting, 
in the sense that it is an art which must 
perform a useful social function; it is to 
be judged by the extent to which its re- 
sults, as set forth in financial statements, 
are useful to those they are intended to 
serve. 

Accounting must keep pace with 
changes in the economy it serves. Prob- 
ably the most notable of such changes dur- 
ing the past twenty or thirty years has 
been the extent to which shares in cor- 
porate enterprises have been distributed 
among large numbers of relatively small 
stockholders; and the divorce of manage- 
ment from ownership which has in large 
measure resulted therefrom. Under these 
circumstances the accounting by manage- 
ment to stockholders assumes added im- 
portance and makes essential an extent of 
disclosure in financial statements which 
will meet the needs of stockholders, pres- 
ent and potential. 

The same phenomenon, diffusion of 
ownership, has been accompanied by 
more active and more extensive trading 
in the securities markets, and this in turn 
has resulted in the continually increasing 
emphasis which accounting places upon 
the income statement. It is recognized to- 
day that the value of an enterprise, or of 
shares in it, is not determined by what is 
shown on the balance sheet so much as by 
the income produced. 

Approaching one step nearer to ac- 
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counting, it is fundamental, if not axio- 
matic, that income is determined by de- 
ducting from revenues all of the costs of 
producing those revenues; or, in short, by 
what we call the matching of costs against 
income. Among these costs are the costs 
of using property, of maintaining it, and 
of providing for the initial outlay over the 
period during which the property is used 
and useful, in other words, depreciation. 
“Depreciation” is a word having more 
than one meaning and it is perhaps un- 
fortunate that the sense in which account- 
ants use it varies from the everyday use of 
the word, which connotes a fall in value. 
In common parlance we talk about depre- 
ciation in real estate values in a sense 
quite different from the accounting con- 
cept of depreciation ; we talk about depre- 
ciation in security values, where it may 
mean no more than a decline in quoted 
market prices and have little bearing on 
the real value or earning capacity of the 
securities. From the strictly accounting 
viewpoint, depreciation is related to in- 
struments of production or distribution, 
the life of which extends over a number 
of accounting periods, and it reflects the 
consumption or expiration of property 
usefulness that has taken place. Its mean- 
ing is more akin to the concept of alloca- 
tion, on amortization, than of valuation. 
The Committee on Accounting Procedure 
of the American Institute of Accountants 
has approved the following definition: 


“Depreciation accounting is a system of 
accounting which aims to distribute the cost 
or other basic value of tangible capital as- 
sets over the estimated useful life of the unit 
(which may be a group of assets) in a sys- 
tematic and rational manner. It is a process 
of allocation, not of valuation. Depreciation 
for the year is the portion of the total charge 
under such a system that is allocated to the 
year. Although the allocation may properly 
take into account occurrences during the 
year, it is not intended to be a measurement 
of the effect of all such occurrences.” 


This definition adopts definitely the allo- 
cation, as distinct from the valuation, 
process. Let us consider certain other 
phrases it contains in their application to 
property accounting. 


Certain of the problems which have 
arisen and may afise seem to center 
around the phrase “the cost or other basic 
value of tangible capital assets.”” The term 
is clearly broad enough to include apprais- 
als which may heretofore have been in- 
corporated in the accounts. Other circum- 
stances sometimes arise in which a 
question may arise as to what is the 

roper ‘‘cost or other basic value” to be 
allocated. In the matching of costs against 
income, accounting deals primarily with 
historic cost rather than economic value; 
but should the two move so far apart that 
historic cost loses all significance we are 
faced with a question whether accounting, 
if it is to ath its utilitarian and social 
purpose, should not recognize the de- 
parture. 


“CosT OR OTHER BASIC VALUE” 


Let us first consider this question from 
the standpoint of possible inflation. If I 
bought an endowment insurance policy in 
1932 the portion of the annual premiums 
which did not go to insure my life would 
represent savings. The purchasing power 
sacrificed in 1932 to make that saving 
would be considerably greater than, say, 
in 1937, or in 1945. Should the purchas- 
ing power of the dollar continue to de- 
cline until 1952 when my endowment 
policy matures, the shea of the policy 
might conceivably buy very considerably 
less than they would have bought as I 
went along. If I get more dollars than I 
paid in I am supposed to have realized a 
profit representing interest accumulations. 
The taxing authorities, at least, would so 
interpret the result. But can it be said that 
I make a profit if I-cannot buy as much in 
1952 as I could have bought had I spent 
my savings as I went along? There is a 
profit if the whole series of transactions is 
measured in dollars; but, to match a 1932 
dollar against a possibly much deflated 
dollar of a later year is like subtracting 
oranges from apples. 

In the event of inflation the same con- 
siderations would apply in the case of 
long-term capital assets. A building 








| WHAT EFFECT ON INCOME? 


Questions arising in property accounting, in the present stage of accounting 
development, should be decided in the light of their possible effect on the in- 
come statement, declares Mr. Broad. The author is a past president of the Amer- 
ican Institute of Accountants, whose definition of depreciation accounting he 
explains in the course of his observations in this timely and thoughful paper. 
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erected in the 1930’s cost very much less 
in dollars than would the same type of 
building today and, notwithstanding de- 
preciation, the 1930 building may be 
worth more in dollars today than it origi- 
nally cost. Needless to say, we are all 
hopeful that the present inflationary 
trends may be stopped without more seri- 
ous effects upon our economy. If not, the 
question may arise whether amortization 
based on a new and formally established 
fair value should not be substituted for 
amortization of historical cost if financial 
statements are to perform their utilitarian 
purpose and if they are to provide a fair 
measure of the accountability of manage- 
ment to the stockholders. 

Economists and accountants are much 
more conscious of this problem today than 
in the period following World War I, 
and if a rapid and major advance in the 
price level should occur its effect would 
probably be recognized much sooner and 
more readily than it would have been for- 
merly. Should that day come, however, I 
think that some more realistic basis of re- 
stating the “basic value of tangible capital 
assets” would have to be found than was 
adopted in some of the appraisals set up 
in the 1920's. Some objective standard 
with a foundation based on the books 
would have to be developed; it might, for 
example, turn out to be the application of 
price indices to both the historical cost 
and the accrued depreciation already re- 
flected on the books. 


““FORTUNATE PURCHASE” 


Let us hope, however, that we can ban- 
ish for good the accounting problems 
which inflation could bring, and deal with 
another type of situation we do meet occa- 
sionally, the so-called ‘‘fortunate pur- 
chase,”” such as may result, for example, 
in the case of properties bought in at a 
receivership sale. To charge depreciation 
based on an abnormally low cost in such 
a case would have the effect of including 
in earnings from future operations a profit 
which is not related to operations but is 
due to the exceptional character of the 
original purchase. A clearer picture of the 
efficiency of the management would be 
presented if operations were charged with 
provision for depreciation on a fair going 
concern value. 

The same considerations and the same 
recognition of the relative importance of 
the income statement led the Committee 
on Accounting Procedure of the American 
Institute to recommend that in an in- 
formal or quasi-reorganization assets 
“should be carried forward as of the date 
of readjustment at a fair and’ not unduly 
conservative value.” Understatement, 
though it may result in conservatism in 
the balance sheet, may also result in over- 
statement of earnings or of earned surplus 
when the properties are subsequently 
realized through depreciation charges. 
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A closely allied problem is that of the 
accounting treatment of partly or fully 
amortized emergency facilities. During 
the war, under legislative sanction, prop- 
etty for which a Certificate of Necessity 
had been obtained could, for tax pur- 
poses, be amortized over a period of sixty 
months—equivalent to a depreciation rate 
of 20 per cent. per annum. Furthermore, 
any cost not amortized at September 29, 
1945, proclaimed as the end of the emer- 
gency period, then became deductible for 
tax purposes over the period starting with 
the month in which amortization was first 
taken and ending with September 1945. 

The majority of corporations which 
availed themselves of this sixty-month 
amortization privilege for tax purposes 
adopted a similar basis for their accounts. 
And many of them have availed them- 
selves of the further option which became 
available last September. As a result, 
emergency facilities frequently were amor- 
tized on a basis which reduced the net 
book figure to zero or to an amount sub- 
stantially below current value. 

There was ample justification for amor- 
tizing emergency facilities on the books 
on the same basis as that used in the tax 
returns. The acquisition of a substantial 
amount of additional facilities was accom- 
panied for most companies by consider- 
able risks which were not immediately 
measurable. Among the unknowns were 
the length of their wartime use and their 
usefulness and value in peacetime, the ef- 
fect of possibly excessive construction 
costs, the effect of the new facilities on 
the use of older facilities, the possibility 
of excess capacity, possible change in 
manufacturing methods, and so forth. 
These unknowns and imponderables were 
sufficiently important to warrant, if not to 
require, the adoption of the more conserv- 
ative of two possible alternative policies. 
Moreover, the charge was usually offset by 
a substantial reduction in taxes so that 
failure to make it might have unduly in- 
flated the income, while the net charge 
against income was usually not of major 
importance. 

Future accounting for emergency facili- 
ties which have been reduced substan- 
tially below their useful value, however, 
poses —— not only related to the 
proper balance sheet presentation but also 
to the making (or omitting) of provision 
for their depreciation as one of the costs 
of future production. In the following 
remarks, as in those which preceded 
them, I am referring only to cases where 
the amounts of property having continu- 
ing usefulness are material in relation to 
the corporations’ resources and earnings. 
We need not be unduly concerned about 
the effect of comparatively immaterial 
amounts. 

In considering this problem let us bear 
in mind again that income is determined 
by deducting from revenues all of costs 
of producing those revenues. One of these 
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costs is that of providing for or amor- 
tizing the cost of the capital assets used 
in production over their useful life, as 
the definition puts it, “in a systematic and 
rational manner.”” Looking to the future, 
can the income account be said to present 
fairly the results of operations if there 
is omitted a substantial charge which rep- 
resents an economic cost, even if it is 
not an accounting cost? Can the use of a 
five-year life for properties having a use- 
ful life substantially greater be described 
as “systematic and rational,” after the 
facts have been demonstrated ? 

And, from the standpoint of account- 
ing, is there anything inherent in emer- 
gency facilities which warrants in their 
case departure from the principle that 
capital assets should be Bina ae or 
amortized over their useful life? Al- 
though wartime uncertainties did justify, - 
if they did not actually require, the adop- 
tion of the more conservative of two pos- 
sible amortization policies, the resolving 
of those uncertainties and the determina- 
tion that the amortization provided was 
materially excessive seem to call for the 
making of an adjustment. This seems to 
be a situation in which, failing adjust- 
ment, an unduly conservative balance 
sheet would result in an income statement 
which is not conservative. 

An obvious and natural reaction to 
such a suggestion is that assets written 
off once should not have to be written 
off again. Such an answer, even though 
it is limited to the past and ignores the 
future, does not tell the whole story, how- 
ever. While the write-off was made 
against income, in most cases income also 
received the credit for a very substantial 
tax benefit and the net charge against in- 
come was correspondingly small. Amor- 
tization was geared to tax benefits and 
wartime uncertainties without any claim 
that the result attained conformed to any 
close approximation of depreciation ac- 
counting. 


METHODS SUGGESTED 


Two or three methods of dealing with 
this problem have been suggested, all of 
which have probably been used already 
to a greater or lesser degree. One method 
is to make an adjustment of the amortiza- 
tion, recorded in the books, in effect re- 
instating part of the original cost. This 
necessitates* concurrent recognition of re- 
ductions in the usefulness of other facili- 
ties which the new facilities rendered less 
valuable by reason of obsolescence or ex- 
cess capacity. It also necessitates recogni- 
tion of the fact that future depreciation 
costs in respect of the emergency facilities 
are not deductible for tax purposes so that 
the effect on net income of depreciation 
charges made is increased, and their value 
in use correspondingly reduced. If income 
tax rates should remain around 40 per 
cent., a sixty dollar charge not allowed 
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as a tax deduction would be equivalent 
to a one hundred dollar charge which was 
deductible. 

Another method which has been used 
where emergency facilities have proved 
to be over-depreciated is to include a rea- 
sonable depreciation charge as part of 
the cost of production but to add it back 
again in a lower section of the income 
statement as representing, not an oper- 
ating profit, but nevertheless a benefit re- 
sulting from the fact that the facilities 
had previously been over-depreciated. 
This constitutes a more accurate display 
of operating costs and makes disclosure 
of the effect of prior years accounting 
practices, without, however, showing any 
reduction in the net income reported. 

A third method which relies on dis- 
closure alone is to set forth the whole 
situation, with its effect, in a footnote. 
The footnote method leaves open the 
question as to how long the footnote 
should be continued on future income 
statements, whether just for a few years 
or until the amount of emergency facili- 
ties still in use without depreciation 
charges is reduced to an amount which 
is no longer material. 

Arguments can be advanced in favor 
of each of these methods. Those who fa- 
vor the last two methods seem to empha- 
size the historical viewpoint, what has 
happened in the past, and to let that be 
the controlling factor. In the first method 
the greater emphasis is on the accuracy of 
the income reported currently. I must 
acknowledge that my own preference is 
for the first method, the adjustment of 
past amortization charges so as to reflect 
as an asset to be charged against future 
operations that portion of the original 
cost which has continuing usefulness. In 
my view this results in a more adequate 
and realistic balance sheet as well as a 
more useful income statement. 


ORIGINAL COST 


The impact of government regulation 
upon property accounting cannot be over- 
looked. The last several years have 
brought forth such concepts as original 
cost, sometimes called actual legitimate 
original cost, and enterprise cost as dis- 
tinguished from corporate cost. These 
concepts have arisen particularly in con- 
nection with the regulation of the prop- 
erty accounting of regulated ® utilities, a 
subject to which it is impossible to make 
more than passing reference in the space 
available. Such concepts cut across the ac- 
counting for a corporation as a separate 
legal entity. They look upon the property 
itself as the enterprise and go back to its 
cost at the time it was first devoted to the 
public service, no matter how many own- 
ers and how many purchases and sales 
may have been interposed. They seem to 
ignore the economic concept of value con- 
sumed in production, original cost being 
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controlling no matter how far it departs 
from reality. 

Regulations regarding the setting up 
of original cost recognize in the account- 
ing for a corporation the entire cost of 
property—but in two segments, one the 
original cost and the other any excess of 
the corporation’s own cost over original 
cost. Both segments are required to be 
depreciated or amortized by charges 
against income; the former is taken in 
as an operating expense but the latter is 
required by some Commissions, including 
the Federal Power Commission, to be in- 
cluded as a charge outside the net oper- 
ating revenue section of the income state- 
ment. Under such a requirement the eco- 
nomic concept that value consumed in 
production is part of the cost of produc- 
tion has been tossed overboard in favor 
of original cost, regardless of how far 
apatt the two may have moved with the 
passing of the years or the decreased pur- 
chasing power of the dollar. Even though 
some may concede that enhancement in 
the value of power projects should enure 
to the benefit of the community and not 
to private interests, there is no doubt that 
the retroactive application of regulations 
of this nature result in inequities to those 
intermediate purchasers who innocently 
relied on the status of regulation in force 
at the time they made their purchase. Be 
this as it may, the Supreme Court, in its 
decision last January in the New York 
Telephone Company case, upholding a 
decision of the Federal Power Commis- 
sion, made the following dictum: 


“We repeat that for a court to upset an 
accounting order it must be ‘so entirely at 
odds with fundamental principles of correct 
accounting’ . . . as to be the expression of 
a whim rather than an exercise of judgment.” 


That seems to be the law of the land as 
the matter now stands. It indicates the 
degree to which control of accounting can 
be fashioned into a tool to bring about 
social objectives. 

Due to conditions arising out of the war 
the problem of fully depreciated property 
has become temporarily of greater signifi- 
cance. Due to national necessity facilities 
which would otherwise have been retired 
were continued in operation; machinery 
which had previously been retired or set 
aside as uneconomical was brought back 
into service; old street cars, railroad cars 
and the like were taken out of storage, 
repainted or not repainted, and used to 
carry passengers. Such property had an 
accidental value because it could earn 
something under exceptional conditions 
but it is doubtful whether any real eco- 
nomic value was consumed in its use. 
Moreover, maintenance costs were usually 
quite high and the absence of deprecia- 
tion charges need cause us no concern. 

The adoption of a reasonably conserva- 
tive depreciation policy ordinarily results, 
for companies which have been estab- 








lished for many years, in some fully de- 
prteciated property being continued in use 
without further depreciation charges, an- 
other condition which was accentuated 
during the war because of the difficulty of 
replacement. In normal times such a con- 
dition may be regarded as a corrective 
against the possibility of depreciation 
rates for other property being on the low 
side. Often it is also compensated for by 
the fact that similarly conservative rates 
ate being used for property subsequently 
acquired and still subject to depreciation. 
If I own ten automobile trucks, one of 
which I have bought each year for ten 
years, it does not make much difference to 
the income I show whether I depreciate 
ten years’ additions at ten per cent. per 
annum, five years’ additions at twenty per 
cent., or four years’ additions at twenty- 
five per cent. provided I stop depreciating 
them when they are fully covered by the 
reserve. In all cases I write off the equiva- 
dent of one truck each year. It does make 
a difference to the balance sheet and of 
course fluctuations in depreciation charges 
may become of importance if purchases 
from year to year vary substantially. 


CONTINUITY STRESSED 


In general it may be said that account- 
ing for a corporation, its past, present 
and future, are together parts of a con- 
tinuous corporate history. Actions taken 
in the past cannot help but affect the pres- 
ent and the future, in accounting as in 
other phases of life and business. A sound 
and conservative business man will make 
current expenditures on development or 
research with the expectation of earning 
profits in the future. If the development 
or research is sound, future profits will 
benefit. Similarly, a sound and conserva- 
tive business man will wish to be on the 
safe side in matters involving judgment 
and forecasting to the extent that depre- 
ciation charges do. We cannot quarrel too 
much with a reasonable degree of con- 
servatism but we are occasionally left with 
a question how far past conservatism, if 
it has proved excessive, can be allowed to 
influence current earnings without result- 
ing in an income statement which does 
not present fairly the results of current 
operations. In this as in all matters where 
judgment is involved the rule of reason 
must apply. Fully depreciated properties, 
due to the impracticability of replace- 
ment and consequently of retirement, are 
probably higher at the present moment 
than they ever have been before or are 
likely to be again in the near future. It 
is probably a temporary condition which 
will correct itself as replacements become 
possible. In the meantime, if the amounts 
are material some degree of disclosure 
of the amounts involved may be consid- 
ered desirable in order to avoid any pos- 
sibility of a misleading statement. 

Another thought brought out by the 
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definition of depreciation I have quoted 
is that a in the term “the esti- 
mated useful life of the unit (which may 
be a group of assets).” Depreciation pro- 
visions are calculated by different com- 
panies in different degrees of detail. In 
some cases every unit or machine is taken 
separately and its life estimated. In others 
the estimate is based on an average life 
of different classes of assets or different 
groups of assets, in which event there is 
used as what is known as a “composite” 
rate. We may have, for example, a power 
plant producing electricity which is given 
an estimated useful life of thirty years. 
The plant consists of heavy machinery 
and light machinery, boilers and various 
types of electrical equipment, all of which 
may individually have useful lives of 
more or less than thirty years. Thirty 
years, however, is estimated as the aver- 
age useful life of the unit as a whole 
after consideration of the individual 
items which go to make it up. The ques- 
tion is sometimes raised, where some of 
the individual units having a shorter life 
go out of service before the thirty years 
are up, whether their unamortized cost 
should be charged against profits. I think 
the answer is clearly in the negative and 
the reason for this is more readily sae 
ent if we go back again to our automobile 
trucks eS assume them to have an aver- 
age life of, say, ten years. If the ten-year 
average life is reasonably accurate it is 
nevertheless to be expected that some of 
the trucks will last less than ten years 
and others more than ten years. If a loss 
were taken on the trucks which went out 
of service within the ten years the charges 
during the ten years would be increased 
accordingly and there would be no charge 
after the end of ten years for trucks still 
in use, because all the trucks would be 
fully depreciated. The full cost of the 
trucks which last less than ten years 
should be charged against the reserve for 
depreciation in order to compensate for 
those which will last more than ten years. 

The same is true to an even greater 
degree in the case of the power plant 
because the variations in the useful life 
of the individual equipment items will 
vary more substantially. Of course any de- 
preciation policy based on an estimated 
useful life contemplates that every few 
years a review will be made of the depre- 
ciation reserves or of the estimated re- 
maining useful lives to see that the orig- 
inal estimate was not too far out of line 
and, if it was, to adjust it. 


CONSISTENCY 


The phrase ‘in a systematic and ra- 
tional manner’ used in the definition in 
teference to the distribution of the cost 
of capital assets over their estimated use- 
ful life is one of considerable importance. 
It has to do with both the reasonableness 
of the method and consistency in its ap- 
plication. 
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If in matching costs against income we 
could determine in advance the entire 
production of a machine we could charge 
an equal portion of its cost against each 
unit produced. And theoretically this 
would probably be a more accurate 
method of allocating the cost than to 
charge equal amounts of depreciation 
from year to year regardless of the vol- 
ume of production. For practical reasons, 
however, it has generally been more con- 
venient to provide for depreciation in 
equal annual instalments by the straight- 
line method, though in some circum- 
stances the annuity method or the reduc- 
ing balance method have been thought 
to have advantages. This does not mean, 
however, that a method which approaches 
more closely to the production method, 
if it can be substantiated, is improper, and 
in this connection I should like to say a 
word in favor of the percentage of gross 
revenue method, frequently used by utili- 
ties, which at times has seemed to come 
under some measure of condemnation. 
Objections advanced against that method 
are that future production cannot be esti- 
mated and that in any event dollar reve- 
nues per units of production have tended 
to decrease over the years so that measur- 
ing depreciation as a percentage of the 
dollar revenues results as time goes on 
in a lower charge per unit of production. 
It does not seem much more difficult, 
however, to make a conservative estimate 
of future production in the case of a 
business as stable as the utility industry 
than to estimate the future life of a piece 
of property. Furthermore, it has been the 
fairly general experience that reasonable 
reductions in utility rates have resulted 
before too long in increased dollar gross 
revenues and thus in increased deprecia- 
tion charges. 

The word “‘systematic” also brings into 
focus consistency in the use of the depre- 
ciation policy adopted. It would hardly be 
“systematic,” for example, to start off 
with an annuity method under which de- 
preciation charges are low in the earlier 
years and higher in the later years, and 
later change to a straight-line method or 
a percentage of production method. The 
straight-line method requires that a prop- 
etty, less estimated salvage, be written off 
over its estimated useful life in equal 
annual instalments. The best possible 
estimates are made of the useful life and 
salvage value and the rest is a matter of 
arithmetic. As time passes the useful life 
can be estimated more accurately and it 
may become apparent after ten years have 
elapsed that a machine or a group of ma- 
chinery which was originally estimated to 
have a useful life of twenty-five years can 
only be expected to operate for another 
ten years instead of fifteen or, alterna- 
tively, for another twenty years instead of 

fifteen years. As soon as this situation be- 
comes apparent the depreciation policy 
adopted, namely, to provide for the asset 
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over its estimated remaining useful life, 
requires that the depreciation rate be ad- 
justed. In such cases it is not customary to 
go back and adjust previous years’ 
charges; to do so would mean a restate- 
ment of previous years’ accounts which 
the importance of the adjustment would 
not warrant. Instead, it is desirable, and 
undoubtedly general a to spread 
the remaining net depreciated amount 
over the newly estimated useful life by 
adjusting the original rate upwards or 
downwards as the case may be. Such a 
change in rates cannot be regarded as an 
inconsistency in accounting practice or as 
a departure from “‘a systematic and ra- 
tional manner.” It is rather a correction 
of a previous estimate, made necessary by 
more complete knowledge and called for 
in order to carry out the established de- 
preciation policy. 


CONCLUSION 


In the present stage of accounting de- 
velopment I think that questions arising 
in property accounting should be decided 
in the light of their possible effect on the 
income statement. Amortized cost is the 
preferable basis but there are occasions 
when departure from it may be necessary. 
The presumption is in favor of cost, how- 
ever, and such a departure requires the 
justification that it is necessary to a proper 
showing of the results. Charges against 
income being largely based on estimate 
and judgment, meticulous accuracy is not 
to be expected and normal corrections of 
previous estimates do not. necessitate a 
restatement of prior years’ accounts. But 
when adjustments are indicated which 
are sufficiently important materially to af- 
fect future income statements it seems 
desirable that they be reflected in the ac- 
counts in order to meet the objective of 
making the financial statements as useful 
as possible. That, after all, is the primary 
purpose of accounting. 


Magazine Advertising Income 
and Circulation Show Gain 


Advertising revenues and circulation of the 
nation’s magazines continue on the up-trend, 
according to the Magazine Advertising Bureau. 
The Bureau reported that there were indica- 
tions of weakness in some magazine. fields early 
in 1946 and there was talk of cancellations of 
advertising contracts. Results of the first six 
months of operations in the magazine publish- 
ing field have not supported these prognosti- 
cations, the M.A.B. declared. 

All the general magazines and the national 
and regional farm magazines checked by the 
Publishers’ Information Bureau showed a total 
advertising revenue of $177,189,101 for the 
first six months of 1946. This compares with 
a total of $142,203,940 for the like period in 
1945. It is am increase of 24.6%. 

Circulation reports of 37 magazines to the 
Audit Bureau of Circulation covering the first 
three months of 1946 reveal a gain of 11.3% 
over the like period in 1945. For 1946, the 
37 magazines had an average circulation per 
issue of 57,443,568 against an average per 
issue of 51,592,500 for the first three months 
of 1945. 












Price and Producti 


The Broader Aspects 


The broader aspects of price trends 
will probably by common consent include 
the longer term trend of prices, the 
causes of the trend and the consequences 
or significance of the trend. An under- 
standing of the implications and conse- 
quences of future price trends requires, 
however, something of an understanding 
of the nature and function of prices as 
such. 

Prices are a commonplace of our daily 
existence; thus we take them for granted. 
And, since the processes of price deter- 
mination are so involved and remote in 
character as to challenge common com- 
prehension, it is probably as well that the 
ptice making process is generally taken 
for granted. 

During periods of significant price 
change however there do develop chal- 
lenges of the results of the price making 
pe Unfavorable prices, whether they 

e high or low are viewed as the result of 
nefarious practice, skulldugery, if too 
high the burden of monopoly, if too low 
the consequence of price cutting, or un- 
fair competition. From the N.R.A. to the 
O.P.A. was a hectic economic nightmare 
of wishful thinking about prices. Almost 
every known method of interference has 
been employed. The price system is sick 
from over-dosing of patént nostrums. 
Every so often in human history the fu- 
tility of direct price fixing needs to be 
demonstrated. The end of O.P.A. came 
as belated recognition of the most ele- 
mentary economics. 

A free economic society can no more 
operate without freely determined prices 
than a boat can sail without a rudder. In 
a manner fart beyond the comprehension 
of the overwhelming majority of the citi- 
zens and an even larger proportion of 
federal bureaucracy prices give both di- 
rection and motivation to economic ac- 
tivity. Prices are the language of spon- 
taneous economic cooperation. Prices are 
the signals by which consumers tell pro- 
ducers what they want, how much they 
want and how much more they want some 
things than others. Prices are the code by 
which the economic dispatchers quote the 
demand. This economic signal system is 
not perfect, particularly in a system of 
production in anticipation of demand un- 
der which the consumer decides he wants 
a good and finds it already there and 
waiting for him, but it is a tribute to the 
free price system that such a large part of 
our needs and demands can be met on 
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demand and that we do not have to 
(when the system is allowed to work) 
resort to orders in advance of produc- 
tion. 

Obviously such a complicated price 
system cannot function if the wires get 
snarled, short circuits develop or inten- 
tionally phoney signals are sent. The 
price making mechanism is both sensitive 
and complicated. No electronic detection 
is more sensitive to interference. There- 
fore political interference need not be vi- 
cious or malicious to completely snafu 
the price signal operations, it need only 
be stupid or heavy handed to effect seri- 
ous disruption. 

Prices are not limited in their function- 
ing to the field of consumer goods al- 
though this is where most people become 
aware of prices. The price quotations on 
producers goods, are probably as impor- 
tant; in the long run possibly more impor- 
tant. Prices of producers goods influence 
the decision to invest, when to invest and 
how much. Price determines the propor- 
tions of labor, capital goods and resources 
which can be used to achieve the least 
cost combination. Artificial pricing of any 
factor of production will be reflected in 
the natural price of all other factors. 
Higher labor costs will operate to bring 
higher interest rates by increasing the de- 
mand for capital and raising the price 
level for capital goods to be purchased 
by investment. 

The prices that are important, most 
important, are the anticipated prices, the 
prices of the future. Todays and tomor- 
rows anticipated prices dictate economic 
decisions. The prices of yesterday are his- 
tory, dead as dodo bones, interred and re- 
interred by the bookkeeping process. They 
measure the obligations incurred, the sac- 
rifices made, arising out of the choices 
of the past. There are of course those 
who worship dodo bones and it is true 
that respect for what happened in the 


past does discipline and stabilize the fu- 
ture but, in the large, the prices of the 
past are water over the dam and as func- 
tionless and meaningless as far as the 
performance of the price function in a 
free economic society is concerned. 


THE FUTURE TREND 


Since it is the price of the future that 
concerns us, the trend of prices becomes 
a matter of ever present concern. The 
business man is most concerned as to 
what the trend is for the near future, the 
investor advisedly concerns himself with 
the longer term future, the economist in- 
terests himself in the causes and the po- 
litical economist in the consequences. 

All are interested in and concerned 
with the trend of prices. Most people 
would be quite satished just to know the 
trend with reasonable assurance and not 
have to give any thought to what causes 
it and what the consequences may be. We 
might as well however be frank and rec- 
ognize that no one can foretell the trend 
of prices, no special group knows or 
knows how to find out. We have as yet 
neither perfected the mechanism of 
thinking it out nor have we the facts 
which would be needed had we the te- 
quired formula. 

The trend of prices is a consensus. Te 
some extent, particularly in the short run, 
prices will probably do what we think 
they will do. The problem of short term 
price trend forecasting may well recom- 
mend itself as a job for the opinion sur- 
veyors. In the longer run the pressure of 
economic reality will change our ideas 
about prices and thus correct or confirm 
the previously indicated trend. The place 
of social psychology in price theory needs 
to be more fully recognized. Social psy- 
chological factors are probably of the 
greatest importance at this very stage of 


(Please turn to page 32) 








THE MEANING OF PRICES 


Now that OPA is gone, and with it the wishful thinking about prices that al- 
ways is part of a program of interference with the price system, we must accept 
the resulting challenge: the development of a full understanding of the true 
functions of prices in our economy. These companion papers by Dr. Foster and 
Dr. Dorau, presented before the November 14 meeting of the New York City 
Control, provide both a close-up of the tax scene and a panoramic study of 
the economic horizon, as related to price trends. 


—THE EDITOR 
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The Tax Influences 


It has been predicted that the first Fed- 
eral tax bill will be a “quickie” to be 
passed by March or April (“The New 
York Times,’ November 10, 1946). 
The proposed immediate 20 per cent. 
reduction in personal income taxes would 
cut revenues about $3 billion and the 
proposed elimination or reduction of Fed- 
eral excise or “nuisance” taxes would re- 
duce tax revenues another $2 billion 
(“The New York Times,” November 9, 
1946). 

Such a Federal tax reduction of $5 bil- 
lion would tend to increase net personal 
incomes, the purchasing power of in- 
dividuals and, in some degree, real in- 
comes. Such a tax reduction cannot be 
expected, however, to have a substantial 
direct effect on the general price level. 
Assuming that the Federal budget is re- 
duced to the same extent, private spend- 
ing would tend to be substituted for 
Federal spending. The demands of in- 
dividuals may be for different kinds of 
goods and services but the direct effect 
on the general price level probably 
would not be substantial. 

On the other hand, a reduction of Fed- 
eral expenditures and a definitely bal- 
anced budget would have a significant 
indirect effect on prices in general. Co- 
ordination of taxing and spending poli- 
cies, which may be facilitated by the Con- 
gtessional reorganization act, would be a 
significant contribution to the restoration 
and maintenance of business confidence 
in the future. Longer term planning, 
commitment of risk capital, fuller utili- 
zation of existing capacity and the pro- 
vision of additional capacity are signifi- 
cantly dependent upon degree of business 
confidence. An increased output of goods 
and services would contribute largely to 
avoidance of inflation and reduction of 
prices for goods and services. 

A second tax bill would then be taken 
up, which according to reports will be 
“enacted for the primary purpose of rais- 
ing revenue” and will be designed to 
give the “greatest possible incentive to 
investment of venture capital in new en- 
terprises and expansion of existing en- 
tetprises, with the view of creating the 
gteatest possible employment” (“The 
New York Times,’ November 10, 1946). 

Each of the research groups which 
have produced plans for overhaul of the 
postwar Federal tax system—Committee 
for Economic Development, the Commit- 
tee on Postwar Tax Policy, Ruml-Sonne 
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and the Twin Cities Group has concurred 
in the view that the first objective of tax 
revision is promotion of a high level of 
productivity and employment. Research 
groups and members of Congress alike 
place the emphasis on the relation of 
taxes to employment and output. Costs, 
ptice trends and the level of real in- 
comes are substantially dependent upon 
productive achievement.. Taxes which 
discourage private enterprise, and the 
lack of means for preventing and solving 
labor disputes, are now the two prin- 
cipal barriers to fuller utilization of re- 
sources. 


HiGH LEVEL OF TAXES 


When corporate income taxes were 
eleven per cent. of net taxable income or 
when the aggregate of Federal and local 
taxes amounted to one-tenth of the na- 
tional income, the effect of tax form on 
economic incentives was a matter of rela- 
tively less concern. When corporate in- 





Can You Answer This? | 


A reader of “The Controller” | 
has raised the following question. 
If any information can be made | 
available by other readers, it will 
be gratefully received. Requests 
for anonymity in connection with 
contributions will be strictly ob- | 
served. | 


“Will you please advise me of 
any controllers of manufacturing 
companies whom you know to 
have considered the question of 
participating in the campaign to 
obtain legislation taxing the net 
income of cooperatives? 


“The question arises as a result 
of requests from dealers to manu- 
facturers asking for their support 
of the campaign. Therefore, it is 
a question of relations between 
the manufacturer and his dealers. 


“Of course, if the manufacturer 
accedes to the request and en- 
gages in the campaign, he sub- 
jects himself to possible reper- 
cussions. It is the nature of this 
latter that I am particularly in- 
terested in.” 














come taxes are 38 per cent. of taxable in- 
come and all taxes amount to one third 
of national income, the effect on eco- 
nomic motivation is a matter of vital 
concern. 

Aggregate prewar Federal tax yields 
were only $3.5 billion in 1929, $1.9 in 
1933 and $5.7 in 1940. The demand is 
now for a balanced budget after more 
than a decade of deficits. At what level ? 
The Federal expenditure estimates of the 
CED and the Committee on Postwar Tax 
Policy, made on the assumption of high 
employment, were about $21 billion in 
1946 prices. The current indications for 
the transition period are that the existing 
level of $41.5 billion will be cut to $32, 
$30 or possibly $25 billion. 

Although direct comparison with pre- 
war taxes is distorted by the change in 
general price level, unavoidable taxes are 
now at much higher levels than in 1939. 
Only a limited reduction in the tax bur- 
den is likely to be achieved. The existing 
Federal and state tax structure, however, 
is a product of disorderly growth, with 
no serious consideration having been 
given its economic or social consequences 
under the conditions which now exist. 
Since the burden cannot be reduced to 
moderate levels the need is for adjust- 
ment of the burden so that it may be 
more easily carried. 


PURPOSES OF TAXATION 


The various research groups have not 
been in accord with respect to the major 
aims of fiscal policy. The Committee on 
Postwar Tax Policy believes that the pri- 
maty purpose of tax laws is “to raise the 
revenue necessaty to maintain a solvent 
government.” This approach rejects the 
view that the tax structure should pro- 
vide direct incentives to production or be 
used as an instrument to control utiliza- 
tion of resources or force social changes. 
It would remove restraints and leave the 
least possible braking effect upon free 
productive enterprise. This approach 
places great emphasis upon maintenance 
of a balanced budget and would not -re- 
duce taxes in a period of unemployment. 

The Ruml-Sonne plan, at the other ex- 
treme, is in favor of using fiscal policy as 
an active instrument for influencing eco- 
nomic activity. It would combat deflation- 
ary tendencies by deficit spending and tax 
reductions. 

A middle ground may be more defen- 
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sible than either extreme. It probably is 
agreed that taxes which take from a quar- 
ter to a third of the total national income 
should not be designed with reference to 
revenue needs only, without regard to any 
economic and social consequences of tax 
structure and form. When taxes were 
relatively low, the art of taxation was 
largely concerned with administrative 
convenience and the test of fairness or 
equity. The effect on production was not 
neglected but the concern was largely ex- 
pressed by the advice ‘Pluck the goose 
where he squawks the least,” and “Don’t 
kill the goose that lays the golden egg.” 

Consideration of economic and social 
consequences does not mean a system of 
discriminatory “incentive taxation.” Sub- 
sidies or exemptions for some businesses 
are likely to be at the expense of other 
businesses which directly or indirectly 
compete with the favored enterprises. Po- 
litically selected and imposed penalties or 
bonuses in a competitive society tend to 
serve political instead of economic ends. 

The criterion that consideration of tax 
effect should have the least possible influ- 
ence on business, investment and man- 
agerial decisions may be accepted. For 
illustration, the double load of taxes on 
income from equity investments discrimi- 
nates in favor of debt and against com- 
mon stock in corporate financing. Regula- 
tory commissions demand reductions in 
the bonded debt of utilities but the tax 
bias is so strong that the commission ac- 
tion is to fix an arbitrary ceiling over the 
proportion of debt. Tax consequences 
may be influential in making decisions 
(a) whether to distribute dividends or to 
reinvest earnings, (b) to acquire or to 
sell capital assets, (c) to refinance debt 
or preferred stock capital, (d) or to sub- 
stitute more efficient for less efficient 
capital. Choices in the employment of re- 
sources should be made on their merits 
and not with a view to their tax effects. 

Nevertheless, taxation amounting to a 
quarter or a third of total national in- 
come cannot be wholly neutral; it inevi- 
tably has a large influence on the employ- 
ment of resources. Different kinds, forms 
and measures of taxes are available. Dif- 
ferent kinds of taxes have a different inci- 
dence and effect on consumption and pro- 
duction. Different kinds of businesses 
are unlike in their operating and invest- 
ment characteristics, so that equal taxa- 
tion has unequal effects. Therefore the 
end of maximum production requires not 
only neutrality with respect to tax conse- 
quences but positive adaptation of the tax 
system to economic characteristics of en- 
terprise. 

Alternative means and combination of 
means are available for raising the tax to- 
tal. The choice of available taxes and tax 
forms may have a significant effect on 
the utilization of existing capacity and on 
the provision of additional capacity. 

It is obvious, from these observations, 
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that I shall raise questions but shall make 
little progress toward providing answers. 


CORPORATE INCOME TAXATION 


The four tax research groups unani- 
mously condemn taxation of corporate 
dividends first as corporate earnings and 
secondly as personal income. Each of the 
four tax plans treat the corporate income 
tax partially or wholly as an adjunct to 
the personal income tax. Three of the 
four groups believe that the corporate in- 
come tax is too high. The Twin Cities 
plan would continue to impose a high 
corporate income tax rate. 

It was reported in September that the 
Congressional and Treasury tax experts 
had begun a study of means of eliminat- 
ing this double taxation of corporate in- 
come (“New .York Herald Tribune,” 
September 18, 1946). 

The weakness of the corporate income 
tax is the result of treating the corpora- 
tion as though it were a person. In the 
first place, the incidence or final resting 
place of the corporate tax is obscure and 
uncertain. The view that the burden falls 
entirely on stockholders is generally ac- 
cepted by students, but some, including 
Ruml, contend that part of the corporate 
levy is passed on to consumers in higher 
ptices and that some part falls on wage 
earners. The extent to which the corpo- 
rate income tax has the effect of a sales tax 
is both haphazard and uncertain. 

Second, the effect of taxes on manage- 
rial decisions would be less direct and 
substantial if tax were levied directly on 
shareholders rather than on their com- 
panies. High corporate tax rates force 
management to shape decisions with an 
eye to the related tax liability instead of 
exclusively on the basis of effect on pro- 
duction, prices and profits. 

Third, the discriminatory taxation of 
return from equity investments is a bar- 
rier to the employments of capital in 
riskier occupation. 

Fourth, the corporate income tax is im- 
personal; it does not differentiate among 
stockholders according to their income 
status. Small and large stockholders are 
each taxed 38 per cent. 

It is generally agreed that it would be 
better if all income were to run the 
gauntlet of the tax system only once, at 
the personal level. At this level it could 
be taxed as severely as the needs of gov- 
ernment require. 


TAXATION OF UNDISTRIBUTED 
EARNINGS 


Elimination of the corporate income 
tax probably will not take place because 
of the weaknesses of corporate income as 
a tax measure. Elimination will require 
the development of satisfactory mechanics 
for replacement by the personal income 
tax. Income can be taxed either when re- 


ceived by the corporation or by the owner. 
The problem is the treatment of undis- 
tributed income, how to tax corporate in- 
come not distributed to the owners. 

Taxes are now paid on undistributed 
profits at the 38 per cent. rate. Taxes are 
now paid on distributed profits at the 
same 38 per cent. rate plus the normal 
and surtax rate of the individual who re- 
ceives the income. The advantage in fa- 
vor of undistributed income is offset in 
uncertain fashion by the capital gains tax, 
payable when the owner sells the stock. 

The CED would levy 16 per cent, or 
whatever is the rate of the normal per- 
sonal income tax, against both distributed 
and undistributed income. Such a corpo- 
rate levy on distributed income would be 
a withholding tax; the dividend recipient 
would deduct, in determining his total 
tax liability, his share of the tax paid by 
the corporation. 

In the view of the CED this solution 
of the problem of how to treat undistrib- 
uted earnings requires that capital gains 
be treated like any other income and that 
an estimate of capital gains be made in 
connection with any transfer of owner- 
ship. The CED also proposes full deduc- 
tion of capital losses in determining net 
taxable income. 

The tax treatment of undistributed 
earnings deserves further study. Should 
new enterprises be exempted from any tax 
which may be levied on undistributed in- 
come? Capital gains may reflect general 
changes in prices and values instead of 
accruals of earnings. Should capital gains 
of this kind be taxed as income? Would 
the effect of the CED proposal on divi- 
dend policies be in the desirable direc- 
tion ? Here is an illustration of the propo- 
sition that the tax system can not be made 
wholly neutral in its effect on business 
decisions. 

The suggestion that individual tax- 
payers pay a tax on corporate income 
whether or not distributed, may provide a 
closer approach to the criterion of neu- 
trality in effect on managerial decisions. 
This alternative would eliminate the un- 
certainty in connection with taxation of 
capital gains but would require that cor- 
porations declare undistributed earnings 
as well as distributed earnings. The diff- 
culty with this suggestion is that the 
value of a dollar of undistributed income 
to the stockholder is only a fraction of 
the value of a dollar of distributed in- 
come. 


TREATMENT OF BUSINESS LOSSES 


Three of the four tax plans urge that 
business losses be carried forward over a 
5 or 6 year period for tax purposes. Ruml- 
Sonne makes no recommendation in this 
connection. 

A corporation or a person with fluctu- 
ating income now pays more taxes pet 
dollar of income than if income wete 
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stable. Surtax rates cut deeply into irregu- 
lar returns from risktaking. If the tax 
structure is to give positive encourage- 
ment to risktaking, the effect ought to be 
in the other direction. Willingness to take 
risks depends upon the prospect of gain 
as compensation for the chance of loss. 
The prospect of developmental losses or 
losses during unfavorable years requires 
the prospect of higher F eae during 
other years sufficient to offset the losses. 
Hence the importance of tax treatment of 
losses. The existing tax laws cut dispro- 


portionately into the income of good ~ 


years, without p@rmitting the offset of 
losses of other years against that income. 

A new enterprise or pioneering ven- 
tute is likely to experience large losses 
during the initial years of operations. 
Such developmental losses are costs of 
achieving the status of a going enterprise, 
but under the existing income tax laws 
they can not be treated as costs. 

The se that business income be 
averaged over a period of five or six years 
for tax purposes would not provide a 
positive incentive to risk taking. It would 
merely remove in whole or in part the 
barrier to risk taking which results from 
the existing discriminatory treatment. 


PERSONAL INCOME TAX 


The CED would lengthen the tax cal- 
endar beyond the period of one year for 
individuals as well as for corporations. 

All the research groups agree that the 
present rates of personal income tax in 
the upper brackets are excessive, that they 
dampen personal ambition, discourage 
the taking of investment risks and per- 
haps reduce the supply of savings avail- 
able for investment. The Twin Cities 
Group, which would impose a sales tax, 
appears to go furthest in cutting the pro- 
gtessiveness of the personal income tax. 

The reports of the various tax groups 
and the results of their research are, in 
my opinion, not wholly satisfying in sev- 
eral respects. 

In the first place, the four plans reflect 
differences of opinion concerning the ef- 
fect of different kinds of taxes on saving, 
investment and consumption. The aim of 
CED and Ruml-Sonne is to reduce cor- 
porate and consumption taxes to a mini- 
mum and to place a maximum reliance 
upon the personal income tax. They be- 
lieve that consumption taxes and other 
levies which fall heaviest on low income 
gtoups are likely to weaken capacity to 
consume and affect markets adversely. 

The Twin Cities Group, on the other 
hand, believed that venture capital avail- 
able from wealthy individuals is the most 
important element in the functioning of 
Private enterprise, and would protect that 
availability by use of sales taxes and 
higher corporate income tax rates. 

The extent of continued use of sales 
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and excise taxes and the level of corpo- 
rate income tax rates during the immedi- 
ate future may actually turn on the size 
of the budget, the related revenue re- 
quirements and considerations of political 
expediency. Yet neglect of the economic 
in favor of political considerations is 
easier when the effect of different kinds 
of taxes on demands for consumer goods, 
on the supply of investment and risk 
capital and on the demand for different 
kinds of capital funds has not been traced 
in a convincing manner. 

The research groups have not given 
particular attention to the existence of di- 
rect discrimination in the tax system—the 
exemptions and subsidies which affect 
both the development of enterprise and 
the form of its organization. For instance, 
the exemption of cooperative organiza- 
tions from the Federal income tax has 
been generally ignored in the studies. 
The Committee on Postwar Tax Policy 
Says in its summary that the problem re- 
quires more investigation than the Com- 
mittee was able to undertake. It is re- 
ported that cancellation of the tax exemp- 
tion of some organizations, cooperatives 
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for example, is included in the program 
to be offered in the new Congress (“The 
New York Times,’ November 9, 1946). 

The reports of the tax research groups 
also are disappointing in that they have 
given little consideration to the indirect 
discrimination which results from the like 
treatment of unlike parts of the economic 
society. Equity as a tax standard calls for 
like treatment of those in like circum- 
stances and different treatment of those 
in unlike circumstances. The corporate in- 
come tax, in particular, is a tax on capital 
productivity. There is no close correla- 
tion between volume of output and the 
amount of capital required by different 
types of enterprise. Dollars of capital in- 
vestment, or quantity of long lived prop- 
erty, required per dollar of revenue 
varies within wide limits among enter- 
prises. Uniform application of the income 
tax to enterprises of high and low capital 
productivity tends to discriminate against 
enterprises requiring relatively large 
amounts of capital. A tax system de- 
signed to give maximum encouragement 
to production may not ignore this dis- 
criminatory effect. 


Forecasts Drive To Change State Compensation Law 


A prediction that the next session of 
the Legislature of New York State would 
witness a definite move by labor groups 
to have the state’s workmen’s compen- 
sation act amended, to include partial dis- 
ability payments in silicosis cases, was 
made by L. D. Hayes at the October 
meeting of the Buffalo Control of The 
Institute. 

Discussing the New York compensa- 
tion law, Mr. Hayes said that “at pres- 
ent the law provides that payments shall 
only be made when the disability is total. 
The C.I.O. has been particularly active 
in sponsoring this legislation and is gath- 
ering together considerable statistics to 
present, in support of its contentions. 
The Workmen’s Compensation Board 
has already sent 100 individuals to the 
1rudeau Laboratory at Saranac Lake for 
a study of the disease as it relates to par- 
tial disability. Industry, generally, will 
be faced with this problem, as compen- 
sation for partial disabilities, depending 
upon the type of legislation passed, will 
cause a considerable increase in com- 
pensation rates, and the rates are now at 
a level where dust industries, particularly, 
may feel the effects of such rates with 
competing industries located in other 
states where laws are not quite so drastic. 
It was pointed out that it would be well 
to cooperate with organizations inter- 
ested in this problem, to the end that a 
workable plan is adopted.” 

Amendments to the Compensation Act 
during the 1946 session of the Legisla- 
ture were also discussed at the meeting. 
The only amendment of any importance 
was the amendment to the Act, making 


it compulsory to cover domestic servants 
if they are employed 48 hours in one 
week in communities having populations 
in excess of 40,000. This amendment is 
effective January Ist, 1947, and it was 
recommended that those living in com- 
munities in which the amendment would 
apply take steps to see that domestic 
servants are covered. 

Discussion of the general experience, 
from an accident standpoint, indicated 
that, because of the necessary lag in the 
experience and basic rating, present rates 
did not fully reflect current experience; 
that the inflated payrolls during the war 
period and good experience during the 
early part of the war, had considerable 
effect in bringing this situation about; 
that as these years are dropped out of the 
experience of both the basic and individ- 
ual risk experience, the rate tendency will 
be upward. This is not true in all classifi- 
cations, but generally speaking, most rat- 
ing classifications are so affected. 

Inasmuch as cost is based on losses, 
it was pointed out that the one sure 
cure to an increasing cost is to carry on 
active accident prevention programs, as 
the liberal tendency in all jurisdictions 
having to do with legislation of a social 
nature, such as the Workmen’s Compen- 
sation Act, will, no doubt, continue, so 
that any hope of reducing costs purely 
through legislative restrictions, would be 
very dim. 

A question and answer period fol- 
lowed the talk, which indicated a lively 
interest, particularly with the problem 
of increasing costs due to the broaden- 
ing of the Workmen’s Compensation Act. 











Business forecasting is a treacherous 
undertaking. In every dynamic economic 
situation, imponderables weigh so heavily 
that definite predictions may be highly 
misleading. Yet it is our duty to look 
ahead as best we can. Every business de- 
cision—every production schedule, every 
loan, every investment, every lease—is 
based, explicitly or implicitly, upon a 
prediction of future events and future 
conditions. So look ahead, we must, even 
though our forecasts can be regarded 
only as working assumptions which are 
always subject to revision. 

And now, a preliminary word about 
the plan of the charts published with this 
article. These are some of the regular 
working charts which we use in follow- 
ing the business situation. 

If you will note Chart 1 (p. 22), you 
will see, on the left side, annual data cover- 
ing the period from 1925 through 1945. 
These figures for past years are used as 
a basis of comparison for current figures. 
On the right hand side, you will see 
corresponding monthly data for the years 
1945 and 1946 to date. These monthly 
data give us a current view of the busi- 
ness situation. It is these monthly figures 
that must be watched for signs of future 
changes, and it is chiefly to these that I 
shall be directing your attention. 

Chart 1 is of interest principally be- 
cause it shows the general movement 
over a period of years of our most com- 
prehensive indexes of business activity, 
gross national product, income payments, 
disposable income, and consumer ex- 
penditures. 


FIVE PHASES 


In considering postwar trends in 
American business, I find that it is con- 
venient to think in terms of five periods 
or phases. They are: 


1. Reconversion: 1945 to mid-1946. 
(a) Re-tooling of industrial plants. 
(b) Transfer of labor and capital from 
war industries to peacetime indus- 
tries. 
(c) Demobilization of armed forces. 
(d) Reduction of Federal activities and 
controls. 
2. Rising prices: early 1946 to early 1947. 
(a) Excess of demand for goods in re- 
lation to supplies. 
(b) Rising inventories. 
3. Readjustment: 1947 
(a) Supply commensurate with demand 
in most lines. 
(b) Stable or moderately falling prices 
and business activity. 
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(c) Revision of cost-price relationships. 
(d) Elimination of most remaining gov- 
ernment controls. 


4. Durable goods boom: 
1949. 

(a) Continued heavy production of du- 
rable consumer goods, housing, and 
capital goods. 

(b) Business activity moderately high 
to high. 

5. The longer run: 1948 or 1949 
(a) War influences largely terminated. 
(b) Economy “on its own.” 


1947 to 1948 or 


The first of these, reconversion, has by 
now been essentially completed. It has 
been a period of vast economic reorgani- 
zation. The major problems have been 
to retool our industrial plants, to shift 
our labor and capital from wartime to 
peacetime industries, to demobilize our 
armed forces, and to reduce the scope of 
government operations, expenditures, and 
controls. 

The second period, in which we now 
find ourselves, is a period of rising 
prices. The dominant problem is the ex- 
cess of demand over supply which is evi- 
denced by widespread shortages of goods. 
During this period, however, supply is 
catching up. Production is gaining, and, 
according to the Department of Com- 
merce, inventories are rising. 

The third period is readjustment. It is 
the period when supply will have caught 
up to demand in most lines, the rise in 
prices will generally cease, and many ad- 
justments will take place in the relation- 
ship of costs to prices and in the struc- 
ture of production. At that time, it is 
probable that most remaining govern- 
ment controls will be eliminated. 

The fourth period is the durable goods 
boom when the deferred demands for 
housing, heavy capital goods, and durable 
consumer goods will bolster employment 
and prosperity. 

Finally, the fifth period is the longer- 


run when the effects of the war—both 
depressing and stimulating—will have 
largely worn off. The deferred demands 


will then be largely satisfied, and the | 


economy will be “on its own.” 
What I propose to do today is to dis- 


cuss each of these phases of postwar : 


business. In practice, these five phases 
will not be clearly distinguishable. It 
will not be possible to assign a definite 
date to the ending of one and the begin- 
ning of the next. Nevertheless, I feel that 
it will help to clear up our thinking if 
we consider each separately. 


PHASE 1: RECONVERSION 


The first phase reconversion is largely 
history. I shall dwell on it only briefly. 

It seems to me that the magnitude and 
difficulty of the task of reconversion has 
not been fully appreciated. There has 
been a tendency to think of it merely as 
the re-tooling of individual plants and 
the changing of uniforms for civilian at- 
tire. These, as a matter of fact, have been 
the smallest, easiest, and the quickest 
parts of the task. The real problems have 
been the shifting of millions of people 
from one place to another and from one 
occupation to another; ef developing a 
coordinated flow of raw materials, parts, 
supplies, transportation, and such, so that 
the economic system (as distinct from in- 
dividual companies) might function as 
an integrated organization; of reshaping 
the relations between government, labor, 
and business; and of reconverting our 
thinking from the ways of war to the ways 
of peace. Much of the confusion and 
most of the bottlenecks of the past year 
have been due to the enormity and com- 
plexity of these tasks, and much of the 
frustration has been caused by a general 
failure to appreciate what was involved. 
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BOOM AND BUST 





With predictions that 1947 will witness a business recession becoming in- 
| creasingly prevalent, it is well that we pause in our days occupation to sur- 
| vey the scene. The economic panorama which Dr. Bowen, economist of Irving 
Trust Company, New York, presents in this manuscript, which he delivered be- 
fore recent meetings of the Hartford and Bridgeport Controls, is worthy of close 
study, particularly since he foresees an upswing (after the expected 1947 
| down-turn) that should carry us along at relatively high levels until around 
| the end of this decade. After that—well, we shall see! 


ALL OVER AGAIN? 


—THE EDITOR 
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PHASE 2: RISING PRICES 


The second phase of postwar busi- 
ness trends, in which we now find our- 
selves, I have called the period of rising 

rices. I mean by this that the dominant 
problem of the economy is an excess of 
demand over supply with a resultant up- 
ward pressure on the prices of goods and 
services. Chart 2 shows how drastic has 
been the movement of prices this year. 

Of course, the problem of rising prices 
is not new. We have faced it continu- 
ously since the beginning of the war. 
When we embarked upon our war pro- 
duction poe incomes were rapidly 
expande but without any commensurate 
increase in the amount of goods and serv- 
ices available to consumers. The result 
was a large and continuing excess of de- 
mand over supply which was only par- 
tially held in check by price controls, by 
patriotic appeals to save, and by the 
restraint and common-sense of the major- 
ity of American people. 

At the end of the war, however, the 
problem of rising prices became more 
acute. The need for civilian goods was 
greater than ever and purchasing power 
remained high. Moreover, the patriotic 
motivation to save had weakened, peo- 

le were less inclined to restrain their 
ing and they were less receptive to 
ptice control. Yet the supply of goods 
could not quickly be increased. Thus the 
upward movement of prices tended to ac- 
celerate. 

Today, we are still in this inflationary 
phase. It is yet an open question whether 
production will be able to win in its 
current race with demand or whether we 
are destined to have further rapid in- 
creases in prices. 

It is my opinion, however, that we are 
nearing the close of the phase of rising 
prices. I expect the upward movement 
in most prices to end within the next few 
months. I shall try to indicate my reasons 
for this view. 

Movements in the general level of 
prices are determined by the relation be- 
tween total demand, on the one hand, and 
total supply, on the other. Demand takes 
the form of spending for newly produced 
ands--enatioe by consumers, spending 
by businessmen for new capital goods and 
inventories, and spending by the govern- 
ment. Supply, on the other hand, takes 
the form of production. So, in analyzing 
the price outlook, I have tried to compare 
the Spending of consumers, business, and 
government with the production of in- 
dustry and agriculture. 

When we examine the figures on 
spending or demand we find that there 
is no indication that the American public 
is engaging in reckless spending or even 
that spending is rising rapidly. Both con- 
sumets and businessmen, and even the 
Government, are showing surprising mod- 
eration. 
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Consumer Spending 

Referring to Chart 3, the volume of 
consumer 5 vray. has risen only slightly 
since the latter part of 1945. After a 


tapid rise from V-J Day, total consumer « 


spending leveled off at about $120 bil- 
lions. Increases since mid-1945 have been 
considerably less than the rise in prices. 

Spending on durable consumer goods 
has increased slowly as more of these 
goods have flowed into the market, but 
spending on non-durable goods has if 
anything actually declined since early this 
year. To be sure the dollar amount has 
increased slightly, but the increase has 
been substantially less than the rise in 
ptices. Hence, it may be concluded that 
spending on non-durables (in terms of 
physical quantities) has actually been de- 
clining. 

It is true that the recent volume of 
consumer spending has been high as com- 
pared with past peacetime experience. 
But in spite of much opinion to the con- 
trary, consumer spending is today about 
normal in relation to the current high 
levels of income. 

This is indicated in Chart 4 which 
shows the relationship between consumer 
spending (shown on the vertical axis) 
and disposable income, i.e., income after 
taxes (shown on the horizontal axis). 
Each dot represents the relationship for 
one year. The dots in the lower left hand 
corner are for the pre-war years. They 
tend to lie along a well-defined line which 
expresses what may be thought of as the 
“normal” relation between income and 
expenditures. The dots for the war years 
fall below the line because during the 
war goods were scarce and savings were 
exceptionally large. But, as shown in the 
upper right hand corner, the relationship 
for the first three quarters of 1946 has re- 
turned approximately to normal. This 
means that people are spending about as 
before the war in relation to their in- 
comes. Thus, what superficially has 
seemed a reckless orgy of- consumer buy- 
ing is really only what would be ex- 
pected as normal spending in an era of 
high employment and prosperity. 

While there is as yet no evidence that 
consumers are going wild in their spend- 
ing, there is on the other hand consider- 
able evidence of consumer resistance to 
increased prices. Many people are show- 
ing a disposition to postpone purchases 
until quality and price are more favor- 
able. They are in no rush to buy because, 
in general, they expect prices to be lower 
later on. This is quite different from the 
attitude of the public in a true inflation- 
aty situation. Then the majority of peo- 
ple expect prices to rise indefinitely. They 
rush to buy everything in sight in order 
to avoid paying higher prices and in 
doing so accelerate the very price in- 
creases which they fear. I do not think 
that this is happening today. 


So much for consumers. 





Business Spending 


A second category of expenditures is 
business spending for new capital goods 
(Chart 5). 

This spending is for five types of goods: 
producers durable equipment such as 
machinery and fixtures; non-residential 
construction such as factories, office build- 
ings, and warehouses; residential con- 
struction such as houses and apartments; 
net exports which includes the privately- 
financed excess of exports over imports; 
and net increases in inventories. 

Business spending has been growing 
steadily, but is still generally within the 
limits of the current volume of new sav- 
ings available for investment. 

In the early part of this year, the total 
leveled off at around 25 billions. In July, 
however, the rate of accumulation of in- 
ventories was stepped up sharply so that 
the total was increased to more than 35 
billions. This rate of inventory accumu- 
lation is not likely to continue indefinitely 
for reasons which I shall touch on later. 
Hence, I expect the total to drop back 
shortly to 25 or 27 billions, especially 
in view of the fact that there are signs 
of a leveling off in the volume of pro- 
ducers durable equipment, construction, 
and net exports. 

Under present conditions, it is safe to 
count on savings of all types to exceed 
$30 billions. Hence, it seems to me that 
the capital operations of business are not 
likely to exert much inflationary pressure 
because the volume of funds taken out 
of the income stream in the form of 
savings will probably equal or even ex- 
ceed the amount put back in the form of 
capital expenditures of business. 


Government S§ pendin 2 


A third important category of demand 
is government spending. Apparently, in 
view of our enormous military outlays, 
we cannot expect further decreases in 
government spending during this fiscal 
year. However, it appears that the budget 
will be in approximate balance, at least 
on a cash basis. Public operation, then, 
will not be adding to total demand any- 
thing above what is being taken away 
in the form of taxes and on balance will 
not be inflationary. A significant feature 
of government spending has been the 
postponement of most public works. 


Conclusion on § pending 


The conclusion from such facts as we 
have on consumer, government and 
business expenditures is that spending is 
being held within reasonable bounds and 
that the public and its government is 
showing considerable restraint. Certainly 
there are few indications of widespread 
financial recklessness. There is no Cube, 
however, that at present prices the public 
would like to buy more of some types of 
goods than are currently available. This 
raises the problem of production or sup- 
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ply. Is production as a whole increasing 
rapidly enough so that demands can be 
met in the reasonably near future without 


further drastic price increases? 


Industrial Production 


At the close of the war, with the 
liquidation of war production, industrial 
production dropped sharply (Chart 6). 


Chart 1 
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Since that time, its comeback has been 
irregular and somewhat disappointing 
due in part to the difficulties of economic 
reorganization (which I have already al- 
luded to) and in part to strikes. During 
the month of October, however, indus- 
trial production reached a new postwar 
high of 182. And the index for durable 
goods made a spectacular gain to over 210. 


ITS COMPONENTS 


BILLIONS OF CURRENT DOLLARS 


BILLIONS OF CURRENT 


FOR SERVICES 


1925 1930 1935 





1940 





There is little doubt that further in- 
creases in industrial production are with- 
in the range of our productive capacity. 
But, of course, if the “breaks” go against 
us on the labor front, industrial produc- 
tion will suffer. 


Agricultural Production 

Not only is industrial production gain- 
ing, but agricultural output is at almost 
fabulously high levels this year (Chart 
7). Last year, total farm marketings were 
about 40 per cent. above the base period 


Chart 3 
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of 1935-1939 or 25 per cent. above 1940, 
the last pre-war year. This year, produc- 
tion is even higher, though marketings 
have not yet reflected the recent bumper 
crop, and at the same time our food ex- 
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ports are likely to be less. Therefore, it 
is not unreasonable to expect that the peak 
in the prices of agricultural products may 
be near. 


Conclusion on Phase 2 

To conclude, on the price outlook it 
seems to me that a steady increase in in- 
dustrial production combined with a 
heavy vohians of farm marketings may 
go a long way toward meeting demands 
in most lines at prices near present levels. 
This applies to most, but not all, non- 
durable products and even to some du- 
rables. It is evident, that this would not 
be true, however, if we have protracted 
strikes. In that case, shortages would per- 
sist and the upward pressure on prices 
might continue. On the other hand, the 
effect of a wave of serious strikes upon 
business and consumer psychology might 
be so depressing that the upward move- 
ment of prices would be offset. 

Taking all factors into consideration, 
including the outlook for wages, I would 
guess that the price indexes will not rise 
more than 5 per cent. above present 
levels. In fact, many prices have already 
receded from recent peaks. 


PHASE 3: READJUSTMENT 


Once it is recognized that the inflation- 
aty phase may be coming to a close, the 
question immedi- 
ately arises whether 
we shall then enter 
a period of bal- 
anced prosperity 
based on the unsat- 
isfied deferred de- 
mands for durable 
goods and build- 
ings, or whether we 
shall then face a 
period of tempo- 
tary oversupply 
and declining 
prices perhaps to 
be followed later 
by balanced pros- 
perity. 

It is common 
knowledge that 
most wars have 
been followed by 
periods of sharp 
but brief recession. 
This was conspicu- 
ously true of the 
Civil War and of 
World War I, and 
may well be true 


OF CURRENT 


again. 
Indeed, a great 
many people are 


today harking back 
to our experiences 
in 1919-21 when a 
postwar period of 
rising prices was 


followed by rapid 


8 ‘49 ‘50 
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deflation and considerable unemployment. 

Our knowledge of the 1919-21 episode 
is far from complete because of the inade- 
quacy of statistics covering the period. 
Superficially, the similarities of that pe- 
riod to the present one are striking but 
not exact. 

Following the end of World War I, 
spending increased rapidly while goods, 
including housing, were in relatively 
short supply. Moreover, production was 
impeded by strikes of a severity almost 
equal to those which we have just ex- 
perienced. In this situation, prices rose 
sharply. Production, however, advanced 
steadily, until finally it began to catch up 
to demand. Inventories then began to 
pile up, the rate of accumulation being 
accelerated by speculation. Finally in 
mid-1920 a sharp break occurred. Whole- 
sale prices declined 40 per cent., and 
some 4 million persons were thrown out 
of work, and farmers in particular were 
subjected to great hardship. 

Today, with industrial and agricultural 
production 25 to 40 per cent. above the 
pre-war level, and with inventories rising, 
(as reported by the U. S. Department of 
Commerce) , many are wondering whether 
we are headed toward another 1920. 

In my opinion, postwar recessions can 
be explained chiefly by four related fac- 
tors: (1) that the maladjustments and 
imbalance introduced into the economic 
system during a war period must be cor- 
rected, (2) that inventories, depleted in 
wartime must be replenished, (3) that 
farm income declines abruptly, and (4) 
that consumers resist high prices. I shall 
try to discuss each of these factors briefly. 


Imbalance 


Obviously, a war causes terrific eco- 
nomic dislocations. As a result of the 
great shifts in production and because of 
government controls, the structure of 
prices, costs, and production is thrown 
completely out of balance in terms of 
normal peacetime requirements. The 
needed readjustment is sufficient to throw 
the system into a temporary tailspin. 

Today, for example, our price system 
is chaotic. Some prices have remained 
steady during the war, some have risen 
moderately, and some have skyrocketed. 
Similarly, some wages have remained 
fairly steady, some have risen a little, and 
some have gone through the roof. These 
discrepancies, resulting partly from the 
abnormal structure of demand during 
and after the war and partly from gov- 
ernment controls, mean that the price sys- 
tem does not adequately reflect the nor- 
mal demand and supply relationships of 
peacetime. 

For the same reasons, production is 
also not adjusted to normal peacetime 
needs. Goods for which prices are high 
(as compared with costs) are being over- 
produced in relation to normal require- 


ments; and those for which the reverse 
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is true are being under-produced. More- 
over, many commodities for which the 
demand has been temporarily high (e.g. 
women’s apparel) are being produced at 
rates greater than can be maintained. 

Up to now, these maladjustments have 
not been readily visible because the mar- 
ket has been one in which almost any 
quantity of any commodity could be sold. 
Sooner or later, however, these maladjust- 
ments will have to be corrected. When 
this happens, the rate of output in the 
large number of over-producing indus- 
tries will be curtailed. The resulting loss 
of incomes will cause a reduction in gen- 
eral demand, which may well be sufficient 
to initiate a recession. 

During this recession, prices, costs, and 
production can be shaken into more real- 
istic relationships. 


The Inventory Cycle 

The second factor likely to precipitate 
a recession is the accumulation of in- 
ventories. Here, I should like to digress 
a moment to indicate the nature of the 
so-called inventory cycle. If you review 
the fluctuations of business over an ex- 
tended period, you will find that there 
are long waves of alternating prosperity 
and depression, but also shorter fluctua- 
tions within these long movements. 
These shorter fluctuations occur on the 
average about 40 months apart. For ex- 
ample, since World War I we have had 
minor peaks in business activity in 1920, 
1923, 1926, 1929, and 1937. (The 1933 
peak was submerged by the great depres- 
sion and is barely discernible.) These 
cycles can be explained largely by varia- 
tions in the rate at which inventories are 
being accumulated or depleted. 

When inventories are low in relation 
to sales or expected sales, as is particu- 
larly true at the end of a war, business- 
men naturally try to build up their in- 
ventories. This increases demand for cur- 
rent ‘production above that originating 
with consumers. But when business men 
have finally built up their inventories, 
this source of demand disappears. The 
resulting reduction in demand reduces 
employment and incomes—which in turn 
reduces consumer demand. When con- 
sumer demand falls off inventories then 
accumulate above the needs or intentions 
of businessmen, causing them still further 
to curtail their purchases. Thus a down- 
ward spiral is started which can be halted 
only when inventories have again been 
stabilized. 


Current Inventory Situation 

With this background, let us examine 
the current inventory situation (Chart 8) 
as reported by the Department of Com- 
merce. From these statistics, it will be 
seen that inventories have been rising 
rapidly since the first of this year. Alto- 
gether the rise has been from about 
$2614 billions to over $32 billions, an 
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Chart 8 


BUSINESS INVENTORIES 


BILLIONS OF CURRENT DOLLARS yp yy 
| 





| sa ae A 
| | | 


aerbee Sate EE Rs ie Se SR  Se L ae 
935 1940 945 41 42 43 44 45 46 47 48 49 $0 


increase of more than $514 billions. 
These figures, however, understate the 
true growth. Since the end of the war, 
about $414 billions of wartime inven- 
tories have been written off in connection 
with contract termination. To replace this 
write-off with civilian inventories, while 
adding nearly $514 billions to the total, 
has meant an actual increase in civilian 
inventories of about $10 billions. 

In interpreting these figures, it must 
be borne in mind that some of the in- 
ventories have been accumulated simply 
because of difficulty in getting assembly 
parts or because of uncertain prices, and 
that in some industries and in many in- 
dividual firms, inventory accumulation 
has not yet occurred. Moreover, total in- 
ventories are still low in relation to vol- 
ume of business being done. 

Nevertheless, the picture as a whole 
suggests that we are now in the rising 
phase of an inventory cycle of the kind 
which in the past has almost always cul- 
minated in a recession. 

To re-establish the normal ratio be- 
tween inventories and sales at the pres- 
ent rate would require that inventories 
be increased by $2 or $3 billions to per- 
haps $34 billions. At the recent rate of 
accumulation averaging about $3/ billion 
per month, this would require 2 or 3 
months. That is, it might be achieved 
next March or April. However, it must 
be remembered that the normal relation- 
ship might be established by a slump in 
sales rather than by a rise in inventories; 
hence the peak might conceivably be 
reached even earlier than next spring. 


Other Factors 

The third factor likely to precipitate a 
recession is the expected decline in farm 
prices which may cause a reduction. in 
farm income and in farm spending. 

The fourth factor is the evident resist- 
ance of consumers to high prices. I have 
already indicated that consumer expendi- 
tures are not rising in proportion to the 
increase in prices. Moreover, there are 
numerous reports from various retail 
trades to the effect that consumers are 
becoming more selective and more quality 
conscious. 


Conclusion on Phase 3 
To conclude on the possibility of a re- 





cession in 1947, it seems to me that the 
indications of an approaching turning 
point in business, though by no means 
absolutely conclusive, are sufficient to 
justify considerable caution and a sharp 
lookout for additional evidence. 

The virtual unanimity among econo- 
mists on the opinion that a recession is 
due in 1947 inclines one toward skepti- 
cism as to the validity of this viewpoint. 
Things seldom work out, as everyone ex- 
pects them to. Indeed, should this pre- 
dicted recession occur, it would be the 
best-advertised one in history. Its occur- 
rence on schedule would lend to the du- 


bious art of business forecasting a new | 


aura of respectability. 


I do think this however: there are | 


obvious dangers in the present situation. 
If the predictions of the economists will 
have helped businessmen to prepare for 
these dangers, and perhaps to ward them 
off, I should say that the predictions have 
been worthwhile, even though they will 
not have come true. 


The question of how long and deep 


such a recession might be would depend 
on the extent of the underlying demands 
for goods and services. If the economy 
is basically sound and if the foundation 
of demand is ample to support high-level 
production, then we should expect the 
recession to be brief and mild. On the 
other hand, if the underlying foundation 
of demand is inadequate, recovery might 
be slow and partial and the recession 
would be merely a prelude to greater 
difficulties. This brings us to the next 
and fourth phase in the postwar move- 
ment of business, the durable goods 
boom. 


PHASE 4: DURABLE Goops Boom 


It is generally recognized that the 
American economy will be bolstered, for 
several years at least, by an exceptionally 
strong demand for housing, durable con- 
sumer goods such as automobiles, te- 
frigerators, furniture, and heavy capital 
goods. The production of these things 
was curtailed during the war and the pre- 
ceding depression. There is undoubtedly 
a backlog of prior demands for these 
things to be satisfied in addition to cur- 
rent demand. Moreover, there are many 
deferred governmental projects to be car- 
ried out over the next several years. 

With this backlog, it is generally as- 
sumed that the coming recession will be 
mild, recovery from it will be rapid, and 
some years of later prosperity may be ex- 
pected. 

Before accepting this assumption, how- 
ever, it is well to check it with some 
actual arithmetic. 


Demand for the National Product 

As every businessman knows, produc- 
tion can be carried on only if the product 
can be sold. This means that for evety 
dollar of production there must be a dol- 
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lar of expenditure to buy the product. 
Therefore, the amount of the total prod- 
uct in any year depends on the amount of 
expenditures which are made to buy that 
product. It depends, in other words, on 
demand. 

The national product consists of three 
classes of goods and services: (1) gov- 
ernment services (Federal, state, and lo- 
cal), (2) consumer goods and services, 
and (3) capital goods. 

Each of these three classes of goods 
and services is purchased by expenditures 
of a particular type. (1) Government serv- 
ices are purchased ordinarily by expendi- 
tures called tax payments. (2) Consumer 
goods and services are purchased by the 
every-day living expenditures of individ- 
uals. (3) Capital goods ate purchased 
chiefly by business firms as expenditures 
for new plant, equipment, etc. These 
three kinds of expenditures together con- 
stitute the demand for the national prod- 
uct. The amount of the gross product de- 
pends upon the amount of these expendi- 
tures. Thus, to estimate future product, 
we must estimate how much will be spent 
for each of these three classes of goods 
and services. 

In order to have prosperity and full 
employment in coming years, the total 
national product must approximate $200 
billions in terms of present prices and 
therefore total spending must reach $200 
billions. (Gross National Product in 
1946 was about $185 billions.) 


Prospective Spending of Government and 
Consumers 


As I see the outlook for public opera- 
tions, total government expenditures will 
be about $45 billions. Of this, $30 to 
$35 billions will be Federal and $10 to 
$15 will be state and local. 

On the basis of past experience, con- 
sumers would be expected to spend (aside 
from new houses) about $120 billions, 
if total production were as high as $200 
billions. However, presumably there will 
still be some deferred demands to be sat- 
isfied in 1948, so consumer expenditures 
may well exceed this amount. 

It is easy, however, to make extrava- 
gant claims regarding the volume of de- 
ferred demands for consumer durables 
and regarding the length of time re- 
quired for making good these demands. 
It seems to me that by 1948 all that will 
be left of these deferred demands will 
be a continued shortage of automobiles 
and perhaps certain other heavy items 
like refrigerators. The remainder of de- 
mand for durable goods will be current 
demand, the amount of which will de- 
pend upon current incomes. I should 
think that one ought not expect deferred 
demand for durable consumer goods by 
1948 to exceed $3 to $5 billions per year. 

Thus, I would estimate total consumer 
expenditures at not over $125 billions. 
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This is somewhat more than the present 
rate. 

Government spending of $45 billions 
and consumer spending of $125 billions 
adds to $170 billions. The goal is $200 
billions. Thus, a gap of $30 billions re- 
mains which can be filled only by ex- 
penditures for new capital goods. The 
question is whether these expenditures 
will be sufficient to fill the gap. 


Prospective Business Spending 

There are five kinds of capital ex- 
penditures on which the $30 billions 
could be spent to create demand for new 
production (see Chart 5). 


(1) Producers Durable Equipment (industrial 
and commercial machinery, fixtures, and 
equipment). 

(2) Non-residential construction 
and commercial plant). 

(3) Residential construction (housing). 

(4) Net exports (foreign investment). 

(5) Net increases in inventories. 


(industrial 


Unfortunately, no reliable method is 
known for predicting what the amounts 
of these five items will be in a relatively 
distant future period. We do know what 
these investment items have amounted to 
in past years. Chart 5 shows the amount 
of each item and the total for each year 
from 1925 to 1945. Careful studies have 
been made indicating the amount of new 
capital goods that would be required to 
put the nation’s productive facilities in 
top condition and keep them there. More- 
over, there are many reasonably informed 
guesses of experts as to the likely amount 
that may be invested in new plant, equip- 
ment, housing, export balances, and in- 
ventories. Assembling these data, I have 
made some very tentative conclusions as 
to the prospective amount of each of the 
five items in 1948 indicated by the marks 
in Chart 5. 

These estimates are as follows (read- 
ing from bottom to top) : 





Net inventory change 0-2 
Net exports 2-5 
Residential construction 6-8 
Non-residential construction 4-6 
Producers Durable Equipment 8-12 

20-33 


You will observe the wide range of es- 
timates in each case. The lower estimates 
represent a conservative guess as to what 
might be counted on with some assur- 
ance. The upper estimate is a very op- 
timistic one. It represents the most that 
we have any reason to expect, either on 
the basis of past experience or future 
expectations. For example, it includes in- 
ventory accumulation at the rate of $2 
billions per year which is surely greater 
than could be maintained over any period 
of time. It includes net exports of $5 bil- 
lions which is at about the present rate 
which would require a level of activity 
in construction and in producers durable 
equipment far above any past experience. 
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Under these optimistic assumptions, 
the current flow of investible funds 
would be sufficient to close up the ex- 
penditure gap of $30 billions, and the 
economy could proceed at a very high 
level of activity. If, however, investment 
should fall substantially below $30 bil- 
lions—say down to $20 or $25 billions— 
then activity might fall well below the 
full employment level. In this case, re- 
covery from the readjustment phase 
might be less rapid and less complete 
than would be true if investment were at 
a more adequate volume. 


Conclusions on Phase 4 


In my judgment, it is by no means cer- 
tain that the durable goods boom will 
give us several years of great prosperity 
as is commonly assumed. Only if we get 
the “breaks,” i.e., if construction, the for- 
eign export balance, and such, remain at 
exceptionally high levels will we have 
our prosperity. Otherwise, and I think 
more probably, the level of activity will 
be somewhat below capacity and there 
will be some unemployment. 

How long will the economy be sup- 
ported by the boom in durable goods? 
According to the experts, the boom in 
construction may last until 1949 or 1950. 
The boom in durable producers equip- 
ment will probably be shorter—especially 
in view of the enormous supplies of plant 
and equipment developed during the war. 
Export demand is likely to fall off within 
a couple of years—whenever foreign 
countries are on their feet and able to 
produce for their own needs and for ex- 
port. Inventories should be stabilized in 
a few months. 

All things considered, it seems reason- 
able to guess that the economy may run 
afoul of bad weather within 2 or 3 years, 
i.e., pethaps by 1949. What then? 


PHASE 5: THE LONGER RUN 


After the end of the temporary de- 
mands arising out of the last depression 
and the war, one might expect govern- 
ment expenditures and consumer expend- 
itures together to total not more than 
$165 billions, leaving a gap to be filled 
by private investment of $35 billions. 
But even on the most optimistic assump- 
tions, one cannot see this volume of in- 
vestment forthcoming. The following are 
estimates of the probable capital expendi- 
tures (see Chart 5): 


Net inventory change 0-1 
Net exports 1-3 
Non-residential construction 2-4 
Residential construction 2-5 
Producers durable equipment 6-10 
11-23 


Estimated totals within the range of $11 
to $23 billions are a far cry from the 
needed $35 billions. The conclusion is that 
a depression is likely at the end of the du- 
rable goods boom unless government acts 
to forestall it. 
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A Downward Spiral? 

Offhand, it might be thought not too 
serious if we should miss the investment 
goal of $35 billions by, say, $15 billions. 
It might be supposed that this would 
merely reduce gross national product 
from the capacity level of $200 Filtions 
down to $185 billions which would still 
be fairly creditable showing. 

The truth is, however, that a gap of 
$15 billions in investment would reduce 
national product to $185 billions in the 
first instance, but at this level of national 
product, incomes would fall and con- 
sumer expenditures would be decreased, 
thus reducing consumer expenditures 
again, and so on. Moreover, as produc- 
tion fell off, public confidence would be 
impaired and investment plans would be 
cancelled, again reducing national prod- 
uct. 


What I am describing is well-known | 


downward spiral in which a reduction 
of expenditures at one point in the sys- 
tem reduces the incomes of others, which 
in turn reduces their expenditures, which 
reduces the incomes of still others, and 
so on. This downward spiral would con- 
tinue until an equilibrium would be 
reached where the sum of the three 
types of expenditures would be sufficient 
to buy the total product. On the unlikely 
assumption that the government budget 
would remain balanced, an initial $ 

billions gap in investment might depress 
the national product down to $130 or 
$140 billions or to perhaps two-thirds of 
capacity. At this level, unemployment 
might reach 15 to 20 million persons. 
This 2 pon the overwhelming impor- 
tance of investment in maintaining pros- 


perity. 


Role of Government 
In practice, however, the public budget 
would not stay balanced and other things 
would not remain unchanged. Tax yields 
would fall off, contributions to the social 
insurance funds would drop, and govern- 
ment expenditures would increase. More- 
over, the savings of individuals would 
decline, along with undistributed profits, 
thus reducing the amount of investible 
funds below $33 billions. As a result of 
all these changes, the fall in national 
product would tend to be cushioned, 
even if the government did not embark 
upon a full-scale spending program. 
Under these conditions, however, al- 
most any government, regardless of party, 
would undertake a spending program. 
Thus one’s final estimate of the national 
product would depend in part on a politi- 
cal forecast of what the government 
would do, how much would be spent, 
and how effective its efforts would be. 
In my judgment, any government will 
spend to whatever point it feels is neces- 
sary to hold the economy together and 
to maintain itself in power. The recol- 
lection of President Hoover's experience 
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on this point is very strong. Therefore, 
I would guess that the actual national 
product in 1950 would be at least 75 to 
85 per cent. of capacity, or roughly $150 
to $170 billions. 


SUMMARY 


In conclusion, let me summarize my 
view of the general business outlook. 

I expect a recession sometime in 1947, 
to be Followed by a fairly high level of 
activity (not necessarily a boom) for 2 
or 3 years. After that, I expect the eco- 
nomic system to encounter difficulties. 

I am sure you will understand that I 
consider these predictions to be highly 
tentative. They are in the realm of opin- 
ions and judgments based on an analysis 
of facts, probabilities, and past experi- 


ence. They are definitely subject to re- 
vision as additional evidence comes to 
light. 

In evaluating these conclusions, I 
think one must imagine himself in the 
position of analyzing the business out- 
look in late 1919. Would one at that time 
have been able to see that the coming 
rise of automotive transportation with the 
corollary development of factories, roads, 
garages, filling stations, and such, would 
lay the basis for eight years of great 
prosperity ? 

So today one ponders whether the com- 
ing age of air transport, atomic energy 
and “One World” will be the basis of 
another “New Era.” My personal view 
on this is pessimistic, but I surely would 
not rule out the possibility that a long 
era of great prosperity lies ahead. 





information. 





An Important Announcement for all 
Controllers and Financial Officers: 


Shixteenth Annual 
Eastern Spring Conference 


of the 


Controllers Jnstitute of America 


will be sponsored by the 


DISTRICT OF COLUMBIA CONTROL 


at the 


STATLER HOTEL, WASHINGTON, D. C. 
Sunday - Monday - Tuesday 


MARCH 16-18, 1947 


Announcement will be made shortly of subjects, speakers and other 


Committee Chairmen: 


General Chairman—O. H. RiTENouR, Washington Gas Light Company. 
Arrangements—HUMPHREY LLoyp, Washington Properties, Inc.; Program 
and Speakers Reception—WIiL.iaM R. LitTLE, The Evening Star Newspaper 
Company ; Finance—RAYMOND G. LOcHIEL, Pennsylvania-Central Airlines Cor- 
poration; Publicity—F. CHARLES BROWN, National Geographic Society; Re- 
ception—H. RANDOLPH BarRBEE, Federal Storage Company; Inter-Control At- 
tendance—RAYMOND G. Marx, The Riggs National Bank. 
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Or on Mondays either, for that matter. Nor 
will it take the place of steam heat. 

The Comptometer Check-and-Payroll Plan 
performs only one tiny little miracle: it gives 
permanent records from original postings. 

Driving dead-to-the-pin on payroll problems, 
this unique plan eliminates complicated book- 
keeping, perpetual filing and posting. 

Simple, speedy, easy to use, the Compt- 
ometer Check-and-Payroll Plan knifes through 
the fog that too often swamps office produc- 
tion. One short form takes care of five opera- 
tions. It gets out the payroll in less time — 
with less labor, with less errors, and without 
elaborate machines . . . regardless of the size 
of your payroll. 

Your nearest Comptometer representative 
will gladly show you how. The Comptometer, 
made only by Felt & Tarrant Manufacturing 
Co., is sold exclusively by its Comptometer 
Division, 1734 N. Paulina St., Chicago 22, Ill. 


ComPTOMETER 


REG. U. S. PAT. OFF. 


ADDING-CALCULATING MACHINES 
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| Scanning the Controllership Scene 





Bargain in Red Tape 


W ASHINGTON—The government uses nearly 5,000 miles 
of red tape a year—115,000 spools of 72 yards each. It is 5/16 
of an inch wide cotton with a linen finish—and (more red 
tape) if the width varies more than 1/32 of an inch, it is re- 
jected. The number of warp threads must be at least 19..... 
Oh yes—it cost the taxpayers 31 cents a spool, or $45,650 a 
year! 

If you are bargain-hunting for red tape, however, note that 
recently the War Assets Administration advertised among the 
surplus items for sale: 

76 rolls tape, red, cellulose, unused. .28.” 


Federal Forms Being Cut 


At the height of the war effort, reports “United States News,” 
6,164 government forms and questionnaires were being filled out by 
businessmen and farmers. That was in December, 1944. Toward the 
end of 1946 the estimated total was approximately 4,400. 

The Advisory Committee on Government Questionnaires, the 
official business consultant of the Division of Statistical Standards of 
the United States Budget Bureau, played an important part in the 
wartime simplification of Forms A and B as revealed by the follow- 
ing facts pertaining to Form A: 


Number of pages reduced from 20 to 4. 

Number of pages of instructions reduced from 16 to 2. 

Page size reduced from odd dimensions to standard letterhead size. 
Reading time of form and instructions reduced from 72 minutes to 16. 
Weight of paper for 20,000 reports reduced from 10,750 lbs. to 1400. 


The Advisory Committee on Government Questionnaires, spon- 
sored since its establishment four years ago by the Controllers 
Institute, the national Chamber of Commerce, and other groups 
is continuing its activities toward the simplification, improvement 
and reduction of the burden on business imposed by Federal ques- 
tionnaires and report forms. 


Are We Burning Up? 


Fires from all causes, known and unknown, insured or not 
insured, reached an estimated total of $234 billions damage 
during the 1935-1945 period. What was your firm’s portion? 
What, more significantly, is its potential contribution? 

“Now is thetime . . .” for all good firms to check, at least, 
the more frequent causes. For example, matches and smoking 
caused 29.44 per cent. of all fires in claims reported to the 
National Board of Fire Underwriters. Misuse of electricity 
accounted for 10.28 per cent. of fire causes, off-premises 
fire for 7.74 per cent., chimneys and flues for 6.96 per cent. 

Lightning, on the other hand, caused only 6.79 per cent. of 
fires resulting in claims. 


Controllers Concerned by “‘Portal-to-Portal’ Claims 


“Portal-to-portal” is the newest phrase to worry corporate 
controllers and financial officers. The retroactive claims, it 1s esti- 
mated, could run to $10 billion, as a result of the Supreme 
Court decision in the Mount Clemens pottery case. And already 
a number of lawsuits have been launched in the steel, chemical, 
mining, auto, rubber, and pottery fields. Added to the financial 
burden would be the big problem of tracking down the long- 
departed former employees, who would be recipients of back- 
pay awards. It is hoped the new Congress will have the oppor- 
tunity to consider the bill, introduced last year, limiting to two 
years any retroactive liability—if “portal-to-portal” there must 


be. 


Insurance Firms Find Expenses Rise 


The ratio of life insurance operating expenses to total income in- 
creased last year by 0.1 per cent. to 13.7 per cent., compared with 
13.6 per cent. in the preceding year, the Institute of Life Insurance 
has announced. The 1945 and 1944 ratios were the lowest recorded 
since 1933. The average for the years 1942-45 was also 13.7 per 
cent., compared with 14 per cent. in the 10 years prior to the war. 
The difference of 0.3 per cent. represents a saving of $20,000,000 
annually, the institute said. Expense items include sales costs and 
all agency expenses, all home office salaries, medical fees, rents, 
printing, postage and other management expenses. 

“Rising costs which were experienced by business generally dur- 
ing the past year were naturally reflected in the expenses of opera- 
tion of the life insurance business,’ the institute commented. “It 
is significant,” it added, ‘tof the persistent efforts of the life insur- 
ance business to hold operating expenses at a minimum, that the 
ratio for the war years was beiow that for the years prior to the 
war.” 


The highest ratio of expenses to income in the last 13 years was 
in 1932 when the figure stood at 14.4 per cent. 


Failure Growth Predicted in 1947 


More business failures in 1947 than occurred in 1946 are 
predicted by 78 per cent. of credit and financial executives 
covered in a survey conducted by the economic committee of 
the New York Credit Men’s Association, Earl N. Felio, 
president, announced recently. Mr. Felio, who is assistant 
treasurer of Colgate-Palmolive-Peet Co., said reasons given 
include unusually large and unbalanced inventories purchased 
at high prices, lack of experience among new firms, increasing 
competition and lack of capital. 

At the same time Dun & Bradstreet was reporting that 
twelve years was the average life span of a retail outlet operat- 
ing in 1939. Older stores generally have a larger sales vol- 
ume than younger establishments ; and from a survival stand- 
point the Middle West is the healthiest business region in the 
country, it was noted. These and other findings are contained 
in a new chart, “Business Longevity in the United States,” 
prepared by the statistical organization from censuses of 
business of 1929 and 1939, recently made available by the De- 
partment of Commerce. 

The old-fashioned general store with an average age of 
twenty-one years has the best record of longevity while filling 
stations and eating places with an average life span of eight 
years are at the lower end of the survival scale. 


Unions Seek Compensation Increases 


State legislatures have failed to increase the benefits paid 
under workmen's compensation laws in line with the rise in 
wages and the cost-of-living, the Department of Labor reported 
recently. Meanwhile, the AFL and CIO have begun intensive 
programs to obtain improvements in the laws in the forty-four 
State legislatures meeting during 1947. 


Federal Spending in “the Gay ’90s” 


Back in 1890, more than 33 per cent. of Federal expenditures 
went for pensions, mostly to Civil War veterans. In those handle- 
bar mustache days, the Federal government spent almost twice as 
much for pensions as for national defense—$106 million to $66 
million. In the fiscal year 1947, Tax Foundation points out, 14 
per cent. of the Federal expenditures (of a projected $411/ billion) 
will go for pensions. Forty-five per cent. of 1947’s Federal ex- 
penditures will be for national defense. In the last peacetime fiscal 
yeatr—1941—pensions were 3 per cent. of the total Federal budget 
of $121, billion. 
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10 Years of Social Security 


At the end of 1946 there were about 35,500,000 wage and 
salary earners fully insured under the Social Security Act, 
the Federal Security Agency reported as the first ten years of 
operation of the Social Security program were completed. 
About 8,200,000 workers of the total covered by the act had 
attained lifetime protection for themselves and their families 
by the end of 1946 under the old-age and survivors insurance 
program. 

Watson B. Miller, director of the FSA, said that 1,700,000 
workers became eligible for old-age and survivors insurance 
last year. 


Our “Invisible” Exports Are Rising 


With “Business Week” recently reporting 200 new Ameri- 
can firms in Great Britain, 16 in Australia, and more than 
2,000 in South Africa, a noteworthy trend is apparently de- 
veloping in the field of “invisible” exports. In the opinion of 
Malcolm Gerry, a foreign trade authority, “this indicates that 
these manufacturers feel there are better opportunities for profit 
through such operations than in manufacturing here and ship- 
ping the goods abroad. This is undoubtedly due in part to the 
difference in labor costs, but perhaps even more to current trade 
restrictions. 

“The trend, however, may be laid in part to the failure of 
our State Department to get its trade program into operation. 
Whether or not this trend is beneficial may be dependent on 
several factors. As far as the capital investment is concerned, 
this field probably furnishes a good outlet. As far as trade is 
involved it is of general benefit only to the extent that it re- 
sults in sales which could not be made through the export of 
domestically manufactured articles. 

“To be sure, the profits will help to pay for our increasing 
imports of foreign products, but it is hard to see how in the 
long run it can fail to reduce employment. This couid be 
offset to some extent by the establishment of new foreign fac- 
tories here, but both these operations would tend to reduce the 
carrying trade,” 


Pension Plans Encounter Difficulties 


In the transition from a wartime to a peacetime economy, several 
unanticipated pension problems have emerged. Among the most 
pressing of these problems, it has been observed by the National 
Industrial Conference Board, is the reinstatement of automatic re- 
tirement provisions of the company pension plan. Prior to the war, 
most employers with pension plans required older employees to 
retire when they reached a specified age (usually sixty-five). Be- 
cause of the acute shortage of labor during the war years, auto- 
matic retirement was not generally enforced. Older workers, with 
their special skills, became a valuable part of the working force 
and were encouraged to remain at work. In many instances, em- 
ployees on the pension payroll were asked to return to work, if 
their physical condition permitted. 

Management has now found it difficult to reinstate automatic re- 
tirement for superannuated workers since so many exceptions were 
allowed during the war period. One company pointed out the ad- 
vantages of automatic retirement to reluctant employees who had 
reached retirement age by stating: (1) it is the only way that the 
plan can be administered with fairness to all; (2) it will help re- 
store jobs to employees returning from military service; (3) it 
will encourage the training of younger employees for positions left 
vacant by retired employees; (4) it will provide opportunities for 
promotion of younger men and women; (5) it is an orderly way 
to discontinue the services of those who, for one reason or another, 
are unable to carry their full share of responsibility; (6) it con- 
vinces the employee that he will actually be retired at age sixty- 
five and accordingly will induce him to organize his plans for the 
future. 

In addition to the understandable reluctance of older workers to 
retire, some of the unions have questioned management’s right to 
retire workers at sixty-five under a pension plan. One union brought 
action before the National Labor Relations Board and took the 
position that the company was refusing to bargain on pension plan 
layoffs in violation of the Wagner act. Another union threatened 
to strike if the company enforced an automatic retirement ruling. 
In another case, the union claimed that the employee who had 
reached retirement age and who wanted to continue in his job 
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cannot be severed without his consent if he has the ability to work; 
that the union should be consulted on severance policy; and, finally, 
that such action on the part of the company would violate the con- 
tract clause requiring application of seniority when layoffs are 
necessary. 


Once Upon a Time... 


Back in 1913, when Donerail won the Kentucky Derby and 
when the Philadelphia Athletics beat the New York Giants in 
the World Series, local governments in the U. S. got about 
fifty-six cents out of every dollar in taxes collected, notes “Tax 
Outlook.” Now, they get about ten cents. The Federal gov- 
ernment, which in 1913 collected about thirty cents out of every 
tax dollar, now takes eighty-two cents. 


Foreign. Trade Tax Benefits Seen Thwarted 


Attempts of Congress to provide tax benefits to companies en- 
gaged in foreign trade have been “largely thwarted by the narrow 
and artificial interpretations of relevant provisions of the Internal 
Revenue Code by the Courts and the Bureau of Internal Revenue,” 
it was charged recently by Paul D. Seghers, founder and past presi- 
dent of the Federal Tax Forum. 

Referring specifically to the treatment of Western Hemisphere 
Trade Corporations under Section 109 of the Internal Revenue Code, 
Mr. Seghers said that a domestic corporation is eligible for such 
classification only if it meets certain tests. The test most likely to 
cause difficulty is that at least 95 per cent. of the corporation’s in- 
come must be “ ‘derived from sources other than sources within 
the U. S.’” The “narrow interpretation” of what constitutes in- 
come from sources without the United States has disappointed many 
corporate taxpayers that expected to obtain the benefit of Section 
109, he said. 

The present interpretation, he continued, “enables large corpora- 
tions that can afford to establish branch offices or plants in foreign 
countries to obtain very substantial tax advantages compared with 
small business that cannot afford to take these steps. The addition 
of a simple clause to Section 119 (e) of the Internal Revenue Code 
would assure that all businesses engaged in foreign trade would 
receive the same tax treatment.” 


Government Corporation Curbs Proposed 


Proposals for limiting the life and activities of government 
corporations were advanced recently by a committee of the 
Chamber of Commerce of the State of New York as a guide 
to Congress in chartering federal corporations in the future. 
Seven recommendations are made as follows: 


1. That the corporate charter, or authorizing legislation, 
fix a specific date for the dissolution of the corporation. 

2. That Congress avoid making broad grants of authority 
to the President and executive departments under which they 
can create a corporation. 

3. That the charter be sufficiently specific to limit the cor- 
poration to authorized activities only. 

4, That Congress avoid giving sanction to a corporation of 
dubious legality which was created without a specific charter 
from Congress. 

5. That Congress avoid chartering a new corporation 
whose activities would be closely related to those of an exist- 
ing corporation. 

6. That Congress insert in the charter specific provisions 
rigidly restricting its activities to those which do not compete 
with private business. 

7. That each corporation be prohibited from issuing bonds 
guaranteed by “the full faith and credit of the United States.” 


Cloudy Crystal Ball? 


Noting that the analysis on which the CIO based its declara- 
tion that wages can be increased 25 per cent. without any in- 
creases in prices had been prepared by Robert R. Nathan, ob- 
servers did a little recollecting. 

They recalled the prediction made by the Office of War Mo- 
bilization and Reconversion that unemployment would reach 
8,000,000 soon after V-] Day—and that the economist of the 
OWMR was... the same Robert R. Nathan. 


—PAUL HAASE 
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25 Budget Observations for 1947 
Presented at Rochester Meeting 


Downward trends during 1947 in 
costs and stock prices, as well as com- 
modity and agricultural prices, together 
with up-trends in sales, wages and profits 
were forecast by Edmond S. La Rose, con- 
troller of Bausch & Lomb Optical Com- 
pany, Rochester, before the November 
meeting of the Rochester Control of The 
Institute. 

Mr. La Rose, who is a past national 
director of The Institute, also presented 
a list of 25 “budget observations” for 
1947. They are: 


1. Segregate sales forecasts between durable 
and non-durable goods. 

2. Segregate profitable and 
units (sales mix). 

3. Reset unit sales mix if the cost of sales 
ratio is not Satisfactory. 

4. Limit sales forecasts to labor or labor 
load available and then according to 
product demand. 

5. Analyse unit costs on profitable items on 
the basis of labor absorption. of cost 
which will thereby allow for maximum 
unit shipment to meet demand. 

6. The sales dollar budget will finally be 
determined on the basis of labor load ab- 
sorption and will include present and an- 
ticipated price changes. 

7. Adjustment in inventories will be re- 
quired for certain product lines which 
may thereby allow for an. increase or de- 
crease in labor load and in sales. 

8. Continue to maintain inventory on the 
basis of high turnover with finished stock 
being held at a minimum in 1947. Same 
should be true for department stores and 
wholesalers. 

9. Segregate raw material inventory and plan 
reduction. 

10. Plan for reduction in scrap and reoperation 
cost by increasing training budget and 
reducing labor turnover. Determine and 
train people required based on labor load. 

11. Allow for cost improvement as a result 
of changes in process techniques as tech- 
nological methods. 

12. Increase expenditure budget for both 
process and product development. 

13. Provide wage contingent up to 10 per cent. 
increase. 

14. Eliminate overtime and waiting for work 
as far as possible. 

15. Reduce costs and improve efficiency of 
present labor by 10 per cent. or more. De- 
pends upon better production planning, 
even flow of materials, work, and such, 
and not entirely upon application. of in- 
dividual worker. 

16. Stabilize production and inventories by 
better production planning. 

17. Obtain long-term material requirements 
from use of complete bill of material 
and tabulate for product reservations and 
shortages. 

18. Reduce variable expense ratios to pre-war 
level. Allow for labor rate increase or in- 
crease in selling price. 

19. Consider present and future long-term 
standard overhead rates and make changes 
in 1946 inventory valuation if possible 
for both tax advantage and to avoid sub- 
sequent losses in 1947 or thereafter. 

20. Write off excess war materials, if any, 

and excess product (over two year total 


non-profitable 





unit sale in manufacturing—one year total 
unit sale in wholesaler). 

21. Consider normal cost inventory valuation. 
Excess losses in current period should be 
below the line in current cost of sales. 

22. Seasonal sales will return. in 1947. Plan 
sales and inventory budget accordingly. 

23. Selling expense will return to a greater 
extent in 1947. Segregate by related lines 
of product in order to establish product 
P&L. 

24. Selling expense will require planning and 
control in 1947. Effort and routing will 
be based on market analysis. Advertising 
on certain lines will again become sea- 
sonal and will be by product line which 
will effect product trend. 

25. Cash requirements—Receivables, Inven- 
tory, Capital. (Term Loan—Revolving 





(Equity financing 
versus tax deduction on indebtedness.) 
(Equity financing versus present market.) 


Credit—Debentures.) 


“THE CONTROLLER will again be on 
the spot in 1947,” Mr. La Rose concluded. 
“He will return to operating control ver- 
sus contracts, renegotiation, terminations, 
O.P.A., tax carry-back and other war 
problems. There will be an urgent call 
for early release of current costs and other 
data. Present and future price changes 
will require additional careful analysis 
and faster market research. Further cur- 
tailment of overhead will be required. 
Standard selling expenses should be set 
up by product line. The budget must be 
coordinated and balanced throughout the 
year. When and where to cut or spend? 
Prepare and analyse trends of own in- 
dustry and watch others carefully.. The 
reward will be genuine.” 


14 Points for Labor Union Regulation 
Outlined Before Pittsburgh Control 


Fourteen points that should be em- 
bodied in labor union regulatory legisla- 
tion by the new Congress were presented, 
before the November 18 meeting of the 
Pittsburgh Control, by George T. Fonda, 
assistant to the president of Weirton 
Steel Company, who pointed out that 
during the last session of Congress, cor- 
rective legislation was passed by a deci- 
sive vote of the House and Senate but 
vetoed by the President. 

“Conditions since have emphasized the 
need for this same kind of regulatory leg- 
islation and it is not indicated that those 
proposals should be materially revised to- 
day,” Mr. Fonda said. “Therefore, it is 
not necessary to go into the background 
of those proposals. I will simply enumer- 
ate the major provisions which still seem 
to be essential if the responsibility of 
both sides of the Labor-Management 
equation is to be established.” 

The provisions mentioned by Mr. 
Fonda follow: 


1. Through proper means of Mediation, 
require both parties to bargain collectively in 
good faith for some such period as 60 days, 
during which time the status quo must be main- 
tained and there can’be no lock-out or strike 
with penalties against the party or parties vio- 
lating such provisions. 

2. Make Unions suable as legal entities in 
Federal Courts for contract violations with 
liability limited to union assets but with no 
penalty against individual union members or 
their property. 

3. Provide for equal responsibility of both 
parties to a signed Labor Agreement. In the 
event that individual employees participate in a 
“wildcat” strike in violation of contract not 
sanctioned by their Union, the Union may not 
be held liable but employees involved would 
lose their rights under the Wagner Act permit- 
ting their discharge by the employer with no 
compulsion on reemployment irrespective of 
seniority. 

4. Provide penalties against the use of strike- 


breaking agencies by employers. Also prevent 
mass picketing involving violence or threats to 
employees by anyone attempting to use force to 
prevent employees from continuing employment 
if they so desire, or from entering or leaving 
their regular place of employment. 

5. Protect the proper functions of Manage- 
ment by clarifying the definition of “employee” 
to exclude supervisory employees from the ju- 
risdiction of the Wagner Act for the purposes 
of collective bargaining. 

6. Amend the Clayton Act and Norris-La- 
Guardia Anti-Injunction Act in order that the 
present immunity of Labor Unions found guilty 
of restraint of trade or obstructing the free flow 
of commerce, will be subject to the same 
restraint and prosecution under the Anti-Trust 
Laws as would be applied to any other group, 
association, or employer if found guilty of the 
same activities. 

7. Amend the Wagner Act to permit ANY 
Labor organization or employer to request a 
determination of proper employee representa- 
tives by action of the National Labor Relations 


ard. 

8. Establish the right of employers to ex- 
press opinions with respect to matters affecting 
employees or others. To exercise such “freedom 
of speech” does not include the right of an 
employer to take advantage of his position by 
implied threats or reprisals. 

9. Change that Section of the Wagner Act 
which permits an employer to require, as a con- 
dition of employment, membership in a partic- 
ular labor organization—such act to be 
classified as an “unfair labor practice.” 

10. Make provision to protect the public 
welfare against industry-wide strikes in such 
vital industries as transportation, coal, oil, steel 
and communications. Special provision is neces- 
sary to protect the general welfare in Public 
Utility strikes which may involve only one com- 
pany in a single city or community, such as the 
recent Pittsburgh power strike. 

11. Provide for new and effective means of 
Mediation and Conciliation on a basis which 
should be entirely separate and independent of 
the United States Department of Labor. The 
first move might properly be an intermediate 
step, at the State level, to speed up action and 
screen Out minor cases. 

12. Prohibit contributions to labor organiza- 
tions by any employer to representatives of his 
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Brand New! 


you in advising or conducting a business “TAX-WISE” 
throughout the year. This valuable guide is a distillation 
of J. K. Lasser’s 25 years of experience in advising business people 
upon their handling of tax problems. It can help you to help others. 
In addition to answering questions about taxes for the business- 
man, small and large, this 200-page volume contains special check 
lists designed to stimulate new ideas regarding changes in present 
methods and additional steps necessary to increase profits after 
taxes—to place a business in the most advantageous position at 
the start of the tax year, and to keep it there. 


SPECIAL OFFER—J.D. Bierman’s 








How To Conduct Your 
Business—‘“‘Tax- Wise”’ 


What to do before you start a 
business 

How to select the best form fer 
your business 

How to change your form to an- 
other and when to do it 

How to buy another business or 
its property 

How to operate your proprietor- 
ship for economy 

Financing a business 

Operating a partnership for great- 
est savings to the partners 

Getting the most out of corporate 
operation 

How and when to recapitalize 

How to divide your business and 
when 

When and how to merge your 
business 

How and when to sell assets to 
greatést tax advantage 

Planning for your sales income 

Planning your business disburse- 
ments 

Getting greatest savings through 
compensation payments 

Using repairs, replacements and 
depreciation to greatest advan- 
tage 

Finding the best accounting sys- 
tem for your business 

How to do business abroad 

Cutting your tax when you have 
dividend, interest, or rent in- 
come 

Check list for tax savings 

What use to make of the carry- 
over system 

How to buy and sell securities 





LA 
- BUSINESS TAX GUIDE 


Helps You To Advise Or Conduct A Business 
— With Maximum Tax Savings! 


He a brand-new book which can be a tremendous help to 


of J. K. Lasser’s widely known guide, 
YOUR CORPORATION TAX, deal- 
ing specifically with the Excess Profits 
Tax. Mr. Bierman’s guide will be of 
great value to tax advisers and corpo- 
rate officials seeking the continuation 
of the advice, pointers, and type of 
aids to tax economy previously given 
in the Lasser book; his review of the 
recent 
changes concerning tax relief. This 
guide is available for $1.00 only to 
purchasers of the BUSINESS TAX 
GUIDE. It is not available in any 
other way. So to be sure of getting your 
copy, mail coupon AT ONCE! 
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“Excess Profits Tax Handbook” 
. D. BIERMAN has just completed a 


SSER’S 





By J. K. Lasser 


well-known tax authority 
and author of YOUR IN- 
COME TAX. 


128 page up-to-the-minute revision 


J. D. Bierman 


until recently assistant 
head of the Review Divi- 
sion of the Office of the 
Chief Counsel for the Bu- 
reau of Internal Revenue 
and in charge of its Sec- 
tion 722 cases; formerly a 
member of the legislation 
and Regulations section 
of the Chief Counsel’s Of- 
fice. Mr. Bierman is now 
in general practice on tax 
matters in Washington. 


decision and administrative 
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Simon and Schuster, Publishers I 
Tax Dept. CM-1 | 
1230 Sixth Avenue, Rockefeller Center, N. Y. C. 20 
Please send me: I 
saul copies of J. K. Lasser’s BUSINESS TAX GUIDE-$2.00 per copy. | 
naa copies of J. D. Bierman’s EXCESS PROFITS TAX HANDBOOK— l 
$1.00 per copy. 
If the books do not completely satisfy me, I may return them any I 
time before March 20, 1947 and you will refund my money in full, j 
Name. 
Address | 
f Zone No. i 
City (if any) State 
TO SAVE POSTAGE AND C.0.D. CHARGES: If you enclose payment WITH | 
this coupon WE will pay all postage and government C€.O.D. charges. Same 
return-for-refund privilege applies. NOTE: If resident of N. Y. City, add. 2% | 
City Sales Tax. { 
LS 
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employees, other than bona fide wages, or 
union dues checked off by Agreement. As an 
exception, funds contributed jointly by em- 
ployers and employees, jointly administered and 
held in trust for the express purpose of provid- 
ing special benefits within the categories of 
medical, hospital, pensions, sickness, accident 
and death, to employees and their families, may 
be covered by Agreement. 

13. Prohibit political contributions — by 
Unions involving national elections of Repre- 
sentatives, Senators, Presidential and Vice Presi- 
dential candidates. _ 

14. Limit the authority of the National 
Labor Relations Board to questions involving 
determination of- employee - representatives. 
Transfer the prosecution of “unfair labor prac- 
tice’’ cases to the courts. 





PRICE ASPECTS 
(Continued from page 16) 











the evolution of the post war price struc- 
ture. We may be amused at the naive re- 
liance of chart readers on their statistically 
derived signals taken to mean further de- 
clines or further advances in the sécuri- 
ties markets but if enough people believe 
in these signs and act on them they can- 
not help but work. If people, enough of 
the right people, believe that we will 
have an inventory reaction and a fall in 
ptices because we had one following the 
last war, we will probably have one 
whether it was actually required this time 
or not. 

On the basis of the economic facts we 
might expect a selectively sustained level 
of prices with a gradually rising general 
level over a five to seven year period. On 
the basis of the social psychology which 
is being generated by our telling each 
other that there will be something of a 
recession in 1947, we are all but making 
certain that such a recession does take 
place. I am not convinced that this ex- 
pectation, now being widely sold to busi- 
ness men, has convinced the consumers. 
It is not impossible that consumers may 
in the large and for most lines of goods 
refuse to go along and we do understand 
that consumers have the final word. These 
deviations from the economically straight 
and narrow path, even when unfounded, 
can become serious.. Depressions may ac- 
tually be unnecessary and we know they 
can be and have been unnecessarily pro- 
longed. Recessions can grow into reac- 
tions and if carried far enough may pro- 
duce by-products capable of becoming 
real causes of more prolonged and in- 
tense reaction leading to periods of de- 
pression. False alarms can become the 
cause of conditions justifying real alarm. 

I would effect no special competence 
as a psychologist but it appeals to me that 
there is an irresistible ground swell of 
hope and optimism in the people, a natu- 
ral reaction to a protracted period of de- 
pression, repression and war. The anti- 
social behavior of labor monopolies and 
the fumbling of incompetent bureaucrats 
and politicians may be annoying, even 
disturbing, but the mass of the people 
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want to be confident, hopeful and opti- 
mistic if for no other reason than that 
they are psychologically exhausted from 
having been the opposite so long. 

In the more practical sense we are all 
or should be concerned about the trend 
of prices. As individual consumers and 
wage earners, the trend of prices deter- 
mines our cost of living, if not the cost, 
then the manner and level of living, and 
thus our real wages and income. -As sav- 
ers and investors, as insurance buyers and 
home owners the trend of prices can 
mean more to our relative and absolute 
well being than any decision or determi- 
nation of our individual making. Busi- 
ness is concerned because of the effect on 
the ratio of cost to revenue, the value of 
inventories, the level of future wages, 
the cost of materials, the level of rents 
and thus on the prospect for profit or 
loss. 

With respect to its fixed investment 
business looks to the prospect of profit- 
ableness on additional investment and 
the effect of possible price changes on its 
ability to pay its obligations and earn a 
return. It ought now to become more 
concerned about the narrow margin of 
profit which can so quickly evaporate 
under either decreased volume, lower 
prices or a combination of both. Large 
units in the electric industry afford illus- 
trations of the hazards of “the bigger 
wash and the small hangout.” 

The trend in prices is of concern to 
the social economy as a whole and to 
government. Government is itself a huge 
enterprise which also has a problem of 
relating revenue to expense, and needs to 
be concerned about its ability to collect 
taxes and pay interest on its hnge debt, 
and which will incidentally only be pay- 
able if a relatively high price level is 
maintained. 

In the larger economic arena the pos- 
sibilities of conflict and unrest can not be 
overlooked. Wage and labor disputes 
thrive on price disparities, consumers can 
revolt, even the investor, the most long 
suffering and probably most stupid of the 
classes might even eventually strike. 
Prices “out of gear’ can make a lot of 
disturbing noises and do a lot of eventual 
damage. The effect on production, and 
that thing called the national income, can 
disrupt the social economy as a whole 
and so distort economic relations that 
economic calculation becomes impossible, 
and when economic calculation becomes 
too difficult economic activity ceases. 


PostTwAR UNCERTAINTY 


The present uncertain price situation 
is as a practical matter unavoidable, and 
will take some time to clarify. The price 
revolution and government dictated dis- 
tortions have destroyed or made useless 
old markers and standards. The compass 
needs resetting, the very stars in their 








constellations have been juggled out of 
traditional position, new benchmarks and 
signposts need to be discovered. The 
abuse to which the relationship of prices 
to each other has been subjected leaves 
the economic scene disorganized, the 
business way hard to find, the street num- 
bers changed and free business, like Rip 
Van Winkle, returns to find familiar re- 
lations gone. Business naturally feels 
strange, uncertain and hesitant. If be- 
cause of uncertainty the s]«w-down goes 
too far, the motor may stall and the gov- 
ernment wrecking crew be called out 
again. 

Sustained purchasing power and sus- 
tained prices are essential to the welfare 
and position of all. There will, if any- 
thing, be a greater disposition to hold 
business responsible for results in the 
next phase. The fire must be kept from 
breaking out if for no more selfish rea- 
son than that the damage. done by the 
amateur political fire rescue company 
does even more damage than the fire. 

Were it not for the hazard that a short 
term recession under these very unbal- 
anced conditions might start a chain of 
events leading to economic disturbances 
of greater proportions and more serious 
duration, our interest might be concen- 
trated on the longer term trend of prices. 
Short term price changes are of most 
importance to inventory investors and 
producers of less durable consumers 
goods. The longer term trend of prices 
should be of greater concern to the in- 
vestors in long lived durable goods and 
the durable means of production. Rapid 
turnover business can quickly adjust it- 
self to a changed level of prices. Even 
accounting for a rapid turnover business 
in large part becomes economically real- 
istic in a short while. Industries of slow 
capital turnover and heavy fixed invest- 
ment in long lived capital are however a 
very different matter. In the face of sub- 
stantial long term price level changes, 
economic calculation in accounting cate- 
gories for such industries becomes almost 
impossible. In fact sustained substantial 
~ level changes make an economic 

urlesque out of accounting records 

which assume to reflect, add, subtract 
and divide dollars which have no more 
similarity than a deceptively common 
name. 

It is high time the accountant becomes 
conscious of the difference between prices 
and the price level and that business re- 
flects what understanding it may have of 
the meaning and consequences of price 
level changes in the form of statistical 
accounting ot accounting statistics. Re- 
flecting the results of business operation 
exclusively in legal-tender-dollar units al- 
ways woefully inadequate in fact, after 
substantial price level changes becomes 
actually misleading. 

Prices of particular goods in free mar- 
kets stand in relation to the prices of 
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PILLSBURY 


MILLS, ENC. 


SJinds muny uses 
Jor Nationals 


Preparing the payroll for its far-flung operations in 
the general offices in Minneapolis, often required 
overtime work. Two National Payroll Machines 
were installed eliminating overtime and providing 
far more satisfactory payroll checks and records. 

Figures obtained in running the payroll are used 
in social security earnings reports and withholding 
income tax reports. Employees’ savings bonds 
accounts are posted on the Nationals; which also, 
quarterly, make out the stock dividend checks. At 
the same operation they post the individual stock- 
holders’ dividend record. 

On payroll work National Payroll Machines 
produce—at one operation—the following records. 
Payroll check. Employees’ earnings statement. 
Individual employee’s earnings record. Payroll 
record and check register. All clearly printed origi- 
nals—no carbons. The first three show in detail: 
gross earnings for the pay period, deductions, and 
net pay. Also cumulative figures for gross earnings 
and withholding tax. 

The National Cash Register Company makes 
a complete line of accounting machines. Call your 
local representative, or write to The National Cash 
Register Company, Dayton 9, Ohio. Offices in 
principal cities. 


@ National Payroll Machines in Pillsbury’s Minneapolis Office. 





Making business easier 
for the American businessman 
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other goods as their respective demands 
and supplies stand, but the more impor- 
tant question is af what level of prices 
will they stand in such relation to each 
other. There is a factor which affects the 
level of prices rather than a as a 
ratio and that factor is the effective sup- 
ply of money. The supply of money, po- 
tential and effective has increased to such 
an extent in this country as to make the 
traditional unit of measurement no longer 
meaningful in the historical dimension. 
Total deposits in all banks, what the 
banks ead dese depositors, were in 


June 30, 1914 $ 18,490,000,000 
June 30, 1919  $ 32,012,000,000 
June 30, 1929 =$ 51,532,000,000 
June 30, 1938  $ 51,148,000,000 
June 30, 1946 $144,700,000,000 


Currency in circulation most of which 
was outside of banks was as of 


June 30, 1914 — $ 3,172,000,000 
June 30, 1919 $ 4,590,000,000 
June 30, 1929 $ 4,459,000,000 
June 30, 1938 $ 6,461,000,000 
June 30, 1946 $28,245,000,000 


There has been a money revolution in 
the United States since 1933. This in- 
crease in the number of dollars of money 
in the country since 1933 and even more 
strikingly since 1941, is an inflation of 
the money supply without parallel in this 
country. The dollar is the accounting 
measure of investment and return, of 
sacrifice and income. The quantity of dol- 
lars is one of the important factors de- 
termining the size of the dollar as a unit 
for the measurement of economic sacri- 
fice and return. 

The yardstick as a linear measure does 
not change in linear significance when 
the number of yardsticks is increased, but 
the size of the dollar as a standard of 
measurement tends to decrease with an 
increase in the effective quantity of spend- 
able dollars. 

A change in the magnitude of any unit 
of measurement and enumeration destroys 
its validity as a standard of measurement 
and comparison. Merely calling the 
changed unit of measurement by the same 
name does not make it the same. The 
summation of such changed units of meas- 
urement, simply because they continue to 
have the same label, is as invalid as add- 
ing pears, peaches, peas and poi wise 9 
The accounting summation of unlike dol- 
lars does not measure the investment sac- 
rifice if the dollars are unlike. 

If the mile as a unit of linear meas- 
urement should have changed in magni- 
tude as the dollar has changed as a meas- 
ure of sacrifice and gain, no sensible per- 
son would draw any conclusions from a 
comparison of ton-miles of railway serv- 
ice in 1907, 1917 and 1935. Before any 
informed person would believe that the 
ton-miles in 1917 exceeded the ton- 
miles in 1935, he would demand that 
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such calculations be translated into an 
equated or equivalent number of ton- 
miles on the basis of the relative magni- 
tude of the different length of the miles 
used. 

Progress in every field of human en- 
deavor has depended on the establish- 
ment of standard and comparable units 
of measurement. When the horsepower 
was the power of a horse instead of the 
energy equivalent of 550 foot-pounds per 
second, the enumeration of horsepowers 
was of limited accuracy and meaning. 

When the foot was literally a ‘‘foot- 
length” instead of, as now 12 inches, 
linear measurement and comparison were 
uncertain and unreliable. It would be no 
more inappropriate to add nautical miles 
and land miles than to add 1907 dollars 


and 1917 dollars, but no respectable - 


geographer would do so. If the mile as 
well as the dollar had been redefined at 
59 per cent. of its former magnitude in 
1934, geographers and engineers would 
not make comparisons and enumerations 
without equating and adjusting for the 
differences in the actual comparative mag- 
nitude of the standard of measurement. 


SHAKE-OUT AHEAD 


A price structure which is the result 
of the historical impact of depression, 
repression, war, monetary tinkering and 
inflation over an extended period of time 
is certainly a potential candidate for re- 
adjustment and. shake-out. Which prices 
are out of line can only be determined 
by a period of free market activity. It is 
natural that there should be business un- 
certainty until the question of the near 
term trend of the price structure of the 
country has been subjected has not left 
some apc too high and others too low. 
Only by trial in the market place can it 
be determined whose prices are too high 
and which are too low. It is the social 
task of the immediate future to rebuild 
a price structure in which there can again 
be a fair measure of confidence. Price in- 
duced waste of electricity and the unfair 
competition which underpriced gas is to 
coal and oil are alarming symptoms in 
the field of public utilities as to the mal- 
adjustments which result from a failure 
or unwillingness to recognize that the 
“dollar” is no longer the dollar in which 
the investment was made. 

While the short term outlook is uncer- 
tain as to certain classes of prices and 
this uncertainty may be the basis for a 
considerable measure of extra caution in 
lines which are uncertain of their relative 
future position, yet the fundamentals are 
not such as to afford a justifiable basis 
for alarm, or lack of confidence in the 
longer term future. If big labor exercises 
reasonable restraint during this price ad- 
justment period and allows prices to make 
some progress toward stabilized relation- 
ships before causing more price distor- 





tions, and business, in lines where down- 
ward adjustments are called for, recog- 
nizes realities rather than resists them, 
the much publicized 1947 recession may 
prove to be a little more than a ripple in 
the recovery of a balanced production at 
compensatory prices. 

Whatever the short term adjustments 
among prices may be and whatever the 
intermediate effect of the inter-price ad- 
justment process may be on the level of 
prices as a whole, the basic economic 
forces are such as to support the longer 
term expectation of a generally higher 
price level. The revaluation of a large 
part of the productive wealth of the coun- 
try is far from completed in terms of dol- 
lars whose only claim of relationship to 
what was a dollar is its legal tender char- 
acter. Even as important is the fact that 
a large part of the human services, unor- 
ganized and outside of big labor, are as 
yet not being paid the number of depre- 
ciated dollars which will maintain these 
classes in their relative prewar income 
position. The position of teachers is only 
indicative of the position of a large part 
of the unorganized working population. 
College professors will not permanently 
work for less than truck and bus drivers. 
We are either headed for a permanently 
higher price level or a most drastic re- 
adjustment in every sector of our econ- 
omy from public debt to common wage 
rates. The probability is a future higher 
general level of prices the foundation for 
which has been laid in the inflation of 
money which it may never be politically 
expedient to undo. 


WEALTH REDISTRIBUTION 


The consequences of the price level 
revolution are already with us. When 
values of all classes, income as well as 
capital, will have come to be expressed 
in the number of smaller dollars which 
reflects their position relative to other 
goods .and services also quoted in the 
larger number of small dollars, the new 
equilibrium will have been accomplished 
but only after a major redistribution of 
wealth. As usual, the savers, and those 
who aim to protect their savings most 
carefully, will have been taken for an 
economic ride and terrific shakedown. 
The bond investor who was getting a 4 
per cent. return has under the impact of 
an artificially created supply of loanable 
funds been refinanced at 234 per cent.; 
where he got $40 he now gets $27.50 
and the $27.50 now buys only 60 per 
cent. as much as before or the equivalent 
of $16.50. The change from $40 to 
$16.50 is a liquidation of the saver’s com- 
mand over a share of the national income 
of 60 per cent. There appear to be two 
important differences between the Rus- 
sian way and the American way of con- 
fiscating helpless savings, the Russians 
take a large percentage more openly and 
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immediately, while we do not take all the 
honey from the bees at once and do it in 
a round about way. 

The equity investor in regulated indus- 
try is, under the policy and jurisdiction 
of federal agencies, being liquidated in 
the same way with a few extra frills of 
extraction such as compulsory accumula- 
tion of huge and unnecessary reserves in 
the name of depreciation on a straight 
iine basis and their deduction from the 
accounted-for-investment for rate making 
purposes. 

The owners of real goods such as realty 
located in solvent communities will at 
worst have their property revalued in that 
number of small present dollars which is 
the equivalent of the number of old large 
dollars which their property would be 
worth now. Repaying debts in small dol- 
lars or carrying debt at lower interest 
rates affords another bonus or at least 
hedge to this class. In realty we see one 
of the most anomalous results of the 
price revolution. A commodity whose rel- 
ative economic position in general has 
deteriorated and will deteriorate due to 
the greatly expanded supply of land cre- 
ated by the faster and cheaper means of 
transportation is now quoted in a greatly 
enchanced number of these small dol- 
lars. The real income going to realty is 
down and probably will decrease further 
but the number of dollars reflecting this 
smaller income is up and capitalized at 
low rates of interest the capital value is 
substantially higher and will remain 
higher. 

The consequences of the price revolu- 
tion on comparatively fixed incomes, sal- 
aries, annuities and retirement allow- 
ances and insurance policy proceeds, 
comes too close home to be discussed 
without emotion in the lighter vein in 
which we have discussed the impalement 
of others. We all know what is happen- 
ing to us, but since hope springs so eter- 
nal, we are as yet as a class unwilling to 
face our progressive economic liquida- 
tion. 

For the professional arranger and pur- 
veyor of figures the price revolution 
brings challenges to professional compe- 
tence and integrity. What does it mean 
that department store sales are up 50 pet 
cent. if the prices of goods are up 35-40 
ee cent.? Is the volume of business to 

¢ measured by comparing sums of dis- 
similar character? So inventories are sub- 
stantially higher, from 20 billion to 30 
billion! Would it mean anything at all 
if the prices of such inventories are also 
50 per cent. higher? A hydro electric 
company invested $30,000,000. Do $30,- 
000,000 present small dollars measure 
the sacrifice made by the investment to 
serve the public? Even original cost 
could become a “fair original cost’ if 
those who account in the public utility 
field would refuse to do what any pro- 
fessionally competent worker would tre- 
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fuse to do in any other field of calcula- 
tion, what the engineer, the physicist, the 
chemist, the geographer, the surveyor, the 
geologist even, would out of sheer pro- 
fessional integrity, and sense of ethics 
refuse to do, i.e. add B.T.U.’s of different 
size, kilowatts of varying magnitudes, 
molecules large and small, 59 per cent. 
miles to 5,280 foot miles. A child arith- 
metician could make a determination of 
the number of today’s dollars which are 
the fair equivalent of the number of 
other dollars which investors sacrificed. 
Administrative ease is a thin excuse for 
inequitable treatment of past sacrifices. 

What is seriously lacking in the public 
treatment of investments in the face of 
the price revolution is a sense of and 
disposition toward fairness. Thus among 
the basic factors determining the present 
price trend we must recognize the level 
of social ethics which society will respect. 

In a large way society is a conspiracy 
against those who save. The saver is just 
lucky if he wins. The cards are stacked 
against him. Now that the supply of 
money is substantially under government 
control, we can expect the odds to be 
further loaded against him and in favor 
of higher prices via the route of an ever 
cheaper smaller unit of money. As soon 
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as the bees have collected more honey we 
will take as much of it away as we can 
without discouraging them altogether and 
should they become discouraged and pro- 
duce less, they would prove that the free 
bee system is at fault and must be re- 
placed by a system of bee peonage. Just 
who is going to be stung by the many 
devious manuevers to sabotage the opera- 
tion of a free price system remains to be 
seen. We can at least hope. The problem 
of prices and their manipulation has thus 
left the economic realm. It will be a 
problem of the political state and thus, 
judging by the past, above economic dis- 
cipline. Since legal price and price level 
manipulation have become a major means 
of social robbery and subsidy, prices and 
their trend have become a problem of 
social ethics. Whether there is a social 
ethic and whether one will evolve which 
will respect the economics and the equity 
of price changes will determine to a sub- 
stantial extent whether a free enterprise 
system can perform well enough to be 
allowed to survive. 


* * * 


Wages and salaries are the largest single cost 
element in retailing, usually accounting for 
around half of total operating costs, according 
to a Twentieth Century Fund investigation. 
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“Portal-to-Portal” Pay Problems 
Result from Court Decision 


Confusion and uncertainty about the 
“walking time” or portal-to-portal pay 
decision of the United States Supreme 
Court in the Mt. Clemens Pottery Com- 
pany case is expressed by a large per- 
centage of the top executives in the Na- 
tional Industrial Conference Board’s sur- 
vey on possible impacts of the court's 
rulings. Representative of their state of 
mind is the frank observation of a paper 
company executive who says, “in our 
mills we could probably avoid difficulty 
if we were sure what to avoid.” The 
survey uncovered a wide divergence of 
management’s views as to the number 
and types of firms which will be affected 
by the decision. 

A significant number of executives as- 
serted that the portal-to-portal verdict 
will have more widespread and more 
serious repercussions than most business- 
men anticipate, although many did not 
believe that the decision would affect 
their own companies. 

The companies whose executives fear 
the impact of the decision are: (1) those 
whose buildings or work places are 
widely scattered or are distant from en- 
trances to company property or those 
whose buildings are large and have en- 
trances inconvenient to the work place; 
(2) companies whose time clocks are at 
considerable distances from the work 
place and whose practices are to pay ac- 
cording to the scheduled work rather 
than the recordings of the time clocks; 
(3) situations in which the workers, on 
their own time, engage in various types 
of preparation before and/or after the 
scheduled work period starts (such as: 
time for wash up; required change of 
clothes ; checking or preparation of equip- 
ment and lengthy delays at the time 
clock); (4) plants having continuous 
operations in which the members of the 
incoming shift are required to assume 
their places of work before the members 
of the outgoing shift are permitted to 
leave. 


EsTIMATED Costs TO INDUSTRY 


If the Mt. Clemens’ decision were ap- 
plied to all the companies surveyed fy 
The Conference Board, estimated annual 
costs would range from amounts that 
would be “troublesome but not very ex- 
pensive” to sums as large as “‘several mil- 
lion dollars per year” depending on the 
number of employees affected and on the 
amount of “travel time’ involved. 

A few of the firms surveyed have al- 
ready had charges filed against them for 
retroactive pay under the statutes of lim- 
itations (which vary in length among the 
states). It is the prospect of these back 





payments, most of which are estimated as 
ranging from one million to thirty-five 
million dollars for a five-year period, that 
elicits the greatest expressions of anxiety. 
Several executives are “‘staggered not only 
by the prohibitive costs of the retroactive 
payments but also by the tremendous 
costs and expenses of the work involved 
in computing the back pay.” 

Strenuous objections to “the principle 
of the thing” rather than to the poten- 
tial increase in costs are expressed by 


many executives. For the most part, these 
expressions fall into two groups: those 
who deplore the decision because it can 
“result in severe and crippling penalties 
in purely innocent acts’; and those who 
believe the principle entirely unjustified 
because of historical practices that have 
been mutually agreeable to management 
and the union. 

Nearly ail the companies surveyed 
have attempted to study their timekeep- 
ing and pay practices in light of the 
Mt. Clemens’ decision. A few have al- 
ready taken steps to eliminste conditions 
or practices which might, in the future, 
be interpreted to the company’s disad- 
vantage. 


Federal Peace-time Budget for 1947 


Exceeds 3 Yeats 


The forty-one-billion-dollar peace time 
budget puts “a heavy damper” on ex- 
pectations-that a drop in Government ex- 
penditures would provide in 1947 a lee- 
way for both tax relief and debt reduc- 
tion out of surplus revenue, The National 
City Bank, of New York, comments in 
its September monthly bank letter. 

The bank underlines the implications 
of a budget of this amount by pointing 
out that for the single peacetime year 
ending on June 30 next, contemplated ex- 
penditures run to more than in the three 
years of World War I, more than in the 
entire decade of the Twenties, and more 
than in the five years of liberal spending 
before the outbreak of World War II. 
It is 26 per cent. of the estimated total 
national income and imposes a tax bur- 
den of around $1,000 on the average 
American family, the bank points out. 

While citing the budget cuts directed 
by President Truman, and the reorganiza- 
tion plan adopted by Congress as moves 
toward the goal of lower Government 
cost, the City Bank asserts that ‘the mere 
cutting down of proposed increases, and 
the deferring of postponable expendi- 
tures, while desirable, are not the answer 
to the problem.” 

“What is required,” the bank says, is 
“something that ploughs much deeper 
and involves the whole philosophy of the 
relation of people to the Government. 
People must stop running to Washington 
for money, and looking to the Federal 
Treasury as a source of support. One of 
the great difficulties in controlling the 
spending program has been the develop- 
ment of the psychology that belittles small 
economies, which in the aggregate can 
amount to very substantial sums. Expense 
reduction affects too many special inter- 
ests, jeopardizes too many votes.” 

The bank holds, moreover, that there 


apparently is a basic conflict between the ~ 


Administration’s expressed desire for 
economy and ideas prevalent in Washing- 





of World War I 


ton as to the Government's responsibility 
for managing the economic system, and 
becoming the benevolent guardian of the 
individual citizens. 


A New Economic Theory 
Bears Watching 


Today the federal debt stands at ap- 
proximately $275 billion. There is no 
positive assurance that the total will not 
go still higher. 

Economic developments over the next 
few years will determine whether the 
debt goes up or down. 

Our policies of debt management will 
determine whether a brake can be ap- 
plied to the present inflationary forces. 

With regard to debt and policies of 
taxation, many fallacious ideas are al- 
ready being advanced. 

There is the argument that the debt 
total doesn’t matter since ‘““we owe it to 
ourselves.” 

There is the view, that under our new 
“managed economy” setup—‘‘debt”’ and 
“taxes” have acquired quite different eco- 
nomic functions which are difficult to 
understand. 

The essence of this new economic 
theory is that since governments now 
control the central banks (in our case, 
the Federal Reserve Board) they need no 
longer “‘borrow’’—in the accepted sense 
of that word—but merely “draw” on the 
central bank for whatever sums they 
need. 

Taxation, as a means of raising rev- 
enue, would be obsolete for the same 
reason. Stripped of their economic jar- 
gon, these proposals merely mean a fi- 
nancial “‘sleight-of-hand” kind of book- 
keeping, which all countries resort to 
when inflation enters its final and most 
vicious stage.—]John W. Hanes, President, 
The Tax Foundation. 

* * * 

U. S. farmers will spend an estimated $1 
billion this year for new equipment, if manu- 
facturers are given opportunity of producing. 
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Incentives for Executives 
Need Reconsideration 


Although incentive wage plans for 
production workers and white collar em- 
ployees are becoming more and more 
general, industry is making little or no 
headway in the direction of establishing 
adequate incentives for top executives, 
according to Paul E. Orr, Jr., vice-presi- 
dent of Management Planning of Wash- 
ington, Inc., whose firm has just com- 
pleted an analysis of the problem. High 
individual tax rates and current Treasury 
regulations affecting bonuses and stock 
options are causing many of the ablest 
executives to leave the employ of large 
companies and go into self-employment 
or the establishment of smaller com- 
panies of their own. 

“There was a time when salary in- 
creases were a sufficient inducement to 
spur a good man to higher endeavor and 
greater ‘responsibility,’ Mr. Orr ex- 
plained. “However, high individual in- 
come taxes have robbed such raises of 
most of their value. For instance, if an 
executive with two dependents has a net 
income of $15,000, his income tax 
amounts to $4,047, leaving him a net 
after taxes of $10,953. If he is given a 
$5,000 raise, the tax jumps to $6,394— 
leaving him with $13,606 after the tax 
is paid.” 

This means that his ‘“‘raise’’ of $5,000 
has been reduced to $2,653, the govern- 
ment having taken almost half of the 
raise. 

“The impact of such tax rates, of 
course, is still worse in the higher brack- 
ets. An increase in net income from $30,- 
000 to $40,000 will net the recipient 
only $3,872 more than he previously 
earned, assuming he has two dependents 
—and a raise from $50,000 to $60,000 
shrinks to $2,903 after taxes. 

“If a general manager whose taxable 
income is $50,000 is promoted, let us 
say, to president, and gets $30,000 more 
salary, his actual ‘take home’ pay will in- 
crease only from $25,205 to $33,060. In 
other words, the government has appro- 
priated all but $7,855 of his raise—or al- 
most three-fourths.” . 

As a result of such tax rates, Mr. Orr 
pointed out, executives who are heavily 
burdened with chores think twice before 
taking on still greater responsibilities. 

“Who wants to work twice as hard, 
and have more than double the head- 
aches, for only 25 per cent. more pay? 
Owners and directors are finding this 
question hard to answer. In fact, under 
our present tax laws, it is unanswerable.” 

Bonuses, another time-tested incentive 
for business executives, are now taxed 
the same as salary, Mr. Orr declared. 
“Present Treasury regulations also place 
many obstacles in the way of using stock 





options as a substitute for bonuses,” he 
said. ‘Executives who took such options 
several years ago, expecting to take their 
reward in the form of capital gains by 
selling the stock later on, now find it im- 
practical, from a tax viewpoint, to exer- 
cise the options. 

“As a result of this impasse on com- 
pensation, many good executives are leav- 
ing their jobs, after years of training 
and development. A typical case is that 
of a large department store in the Mid- 
dle West. Several of its better-paid execu- 
tives have opened or purchased smaller 
stores or specialty shops. Their salaries 
from these new enterprises are less than 
they were paid before, but their goal is 
to build up the business and then sell 
them to others. The profit on such a 
transaction is Ae a capital gain, 
and is taxable at only 25 per cent. This 
trend is comparable to the increasing cus- 
tom in the moving picture industry of 
organizing a new company for each film. 
The actors and directors teke shares in- 
stead of large salaries—and pay capital 
gains taxes instead of income taxes if the 
picture succeeds. 

“Similar trends are cropping up in 
manufacturing, especially in consumer 
lines, like apparel and other ‘soft goods,’ 
where hundreds of new companies have 
been formed during the past year. There 
is more incentive for a salesman to set up 
as a manufacturer and build up a busi- 
ness for future sale, than there is for 
him to gross higher commissions—and 
pay higher income taxes—working for 
his former company.” 

This situation is depriving corpora- 
tions of valuable personnel at the very 
time when they are most needed, Mr. 
Orr concluded. “The much-talked-of in- 
come tax cut of 20 per cent., which will 
probably end up as 15 per cent. or 10 
per cent., or even less, is not a remedy. 
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An entirely new approach is needed, and 
business may need to guide Congress in 
this direction. Certainly there is little 
use—or equity—in encouraging and in- 
stalling incentive systems for factory and 
office rank-and-file without doing some- 
thing to restore incentives for the man- 
agers upon whom the all-over success of 
the employing companies depends.” 


Success of Annual Wage Programs 
Depends on Many Factors 


While the annual wage is not a panacea 
for labor troubles, the National Indus- 
trial Conference Board in its analysis of 
61 wage and employment-guarantee plans, 
finds that companies with successful plans 
have usually had a long history of har- 
monious employer-employee relations. In 
such cases, the employee-security plan has 
simply been another step in a liberal pro- 
gram of employee benefits, and has been 
carefully planned. “In short,’ comments 
the Board, ‘“‘the environment was favor- 
able to the experiment.” 

As to operational success, half the plans 
studied (actually 32 of 61) had been 
discontinued—most of them after less 
than five years’ trial. Two of the pro- 
grams, on the other hand, are still in 
effect twenty years after initiation. 

Implicit employer-employee confidence 
and cooperation are of prime importance 
to the successful operation of an annual- 
wage plan, the Board observes. ‘During 
a period of depression, where it may be 
necessary to restrict the plan’s provisions 
to keep it operating, there will be em- 
ployee suspicion and unrest unless the 
workers have confidence in the motives 
of management.” 

Even though a guarantee plan makes a 
valuable contribution to employee secu- 
rity, it probably will not attain its maxi- 
mum effectiveness unless the plan is thor- 
oughly explained to the wage earners 
concerned. To this end the Board finds 
that all media of employee communica- 
tion within the organization should be 
used. 


Excess Profits Tax Repeal 
Cut Federal Revenues 


Federal tax revenues dropped $3,128,- 
290,000 last fiscal year, due principally to 
decline in collections from the excess 
profits tax, repealed after V-J Day. An 
Internal Revenue breakdown showed total 
revenues for the twelve months ended 
last June 30 of $40,672,096,000. The ex- 
cess profits tax alone declined $3,181,- 
031,000. 

Corporation and individual income 
taxes (including withholdings from 
wages) dropped $239,766,000 and $329,- 
777,000, respectively, but there were off- 
setting increases resulting from the buying 
boom and spending for pleasure. 


Liquor tax collections increased $216,- 
298,000 and tobacco taxes $233,374,000. 
Taxes on admissions to night clubs, thea- 
tres and the like rose $57,801,000; those 
on club dues and initiation fees $4,739,- 
000. 

Retail consumption tax on jewelry, 
furs, cosmetics and luggage brought the 
Government $67,941,000 more than a 
year earlier, and manufacturers’ excise 
taxes on various goods—autos, gasoline, 
radios, phonograph records, musical in- 
struments and others—yielded $140,160,- 
100 more than in fiscal 1945. 

—Tax Foundation 
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Demands for Wage Increases Widespread, 
but “Second Round” Postponed 


Return of the coal miners to the pits 
without wage gains or other concessions 
delays the likelihood of a “second round” 
of wage increases until the outcome of 
the steel negotiations are known, accord- 
ing to a survey of leading business execu- 
tives completed late in December by the 
National Industrial Conference Board. A 
substantial number of negotiations are 
already underway, executives report, and 
many other contracts will expire or be 
reopened during the next six months. 
Had Mr. Lewis been successful in his 
test of strength, in the opinion of these 
executives, wage discussions would have 
been forced upon most companies even 
where no reopening clauses existed in the 
contract. If a mew wave of demands is 
“set in motion, few industries will es- 
cape,” is a typical comment. 

The demand for higher wages is most 
frequently justified by the rise in living 
costs, but some executives believe that less 
emphasis may soon be placed on this 
reason by farsighted union leaders who 
see an end to the rising spiral. Ability to 
pay is another reason advanced, while still 
another is the desire for a higher stand- 
atd of living for workers. Some observers 
believe that demands are often motivated 
by the wish for “a bigger cut of the na- 
tional income pie.”’ Executives recognize, 
of course, that the purchasing power of 
the worker declines as the cost of living 
rises. This fact, plus changes in the rela- 
tive standing of wages in the community 
in which they operate, has prompted some 
companies to advance rates of their own 
accord. 

Executives often find it difficult to 
reconcile the amount of the increase de- 
manded with the amount of gain in the 
cost of living. Controversies arise be- 
cause of differences of opinion as to the 
appropriate starting point for compari- 
sons between changes in living costs and 
wage rates. For a short period, for ex- 
ample, it may be demonstrated that liv- 
ing costs have outgained wages. How- 
ever, if an earlier starting date is selected, 
the reverse may be true. It is also pointed 
out that in some cases base wage rates 
are stressed. In others, demands are made 
exclusively on the basis of changes in 
“take-home pay.” Some executives fur- 
ther observe that the unions naturally 
select whatever arguments most strongly 
favor their case, and that this is ‘‘the 
only consistency to be noted” over a pe- 
riod of time. 

The amounts demanded vary consider- 
ably from company to company, with an 
industry pattern developing in some cases. 
The majority of increases requested fall 
between 10 per cent. and 15 per cent. A 
few lie below the 10 per cent. level and 





some noteworthy exceptions are also re- 
ported on the high side. In terms of ad- 
ditional cents-per-hour, the additional re- 
quests run from five to thirty-five, with 
the majority falling in the twelve-to- 
twenty-cent range. 


“HIDDEN” DEMANDS 


These rate figures do not, of course, 
tell the entire story. While the initial re- 
quests may be in excess of what is actually 
expected, union demands frequently in- 
clude such matters as extra vacation pay, 
welfare and pension funds, extra paid 
holidays, and the like. These demands are 
not reflected in the published rates, but 
they do add to the manufacturer’s labor 
costs. 

The granting of any general wage in- 
creases will be reflected in higher prices 
for manufactured goods, the majority of 
executives agree, since profits are not 
sufficient to permit the absorption of all 
additional labor costs. 

There is considerable fear that buyers’ 
resistance will reach a point where com- 
panies will be forced to price themselves 
out of their markets. A question posed 
but unanswered by many executives is: 
What can be done if buyer resistance pre- 
vents higher prices and increased costs 
result in losses on operations ? 

The impact of higher labor costs would 
be felt with varying intensity by different 
industries. The proportion of final cost 
which labor represents in the value of 
goods varies by industry. Some executives 
point out that any general wage advances 
will not only affect their own immediate 
labor costs, but will also result in higher 
prices for materials they themselves proc- 
ess. One machine-tool producer reports, 
“There is not enough ‘spread’ in our 
business to increase our costs through la- 
bor and all of the material involved that 
is produced by labor without a substan- 
tial rise in prices.” He further observes, 
“all our competitors would be in exactly 
the same situation, so it would simply re- 
sult in price increases as far as this coun- 
try is concerned. However, it would 
certainly kill export business. ... . Eng- 
land is producing machine tools for about 
half the labor cost that we have and sell- 
ing them for 33 per cent. less.” 

Considerable difference of opinion ex- 
ists among business executives as to the 
extent to which union leaders understand 
or accept industry's contention that fur- 
ther wage increases must lead to higher 
prices and ultimately to reduced employ- 
ment. This judgment applies both to top 
union leaders and to local organizers. One 
executive characterizes labor's argument 
as, ‘““We know all that (about the wage 





and price spiral), but we can’t afford to 
take a one-man stand against inflation 
and, therefore, we have to keep on get- 
ting wage increases as the cost of living 
increases.” 


EDUCATION PROGRAMS 


Some executives attribute the lack of 
understanding or acceptance of indus- 
try’s position by union leaders and em- 
ployees to industry’s failure to tell its 
story properly. A number of companies 
have given considerable thought and ef- 
fort to clarifying their position apparently 
with varying degrees of success. Some 
executives are convinced that their em- 
ployees and at times their local labor 
leaders are better informed as a result of 
these educational programs and that ne- 
gotiations have been expedited and sim- 
plified. Others are more pessimistic, the 
extreme viewpoint being that little or 
nothing can be done to bring about a bet- 
ter understanding. 

There are also some differences of 
opinion as to the approach which should 
be followed in conducting an educational 
program. Some believe it should be car- 
ried on by a central agency and be na- 
tional in scope. Others contend that a 
feeling of mutual confidence and under- 
standing can be most effectively devel- 
oped at the plant or community level. A 
strong case is made, for example, that 
the supervisor is the key figure, and that 
every effort should be made to keep him 
“accurately and honestly posted as to the 
score.” 

The great majority of executives do not 
favor escalator clauses which tie wage 
rates to a cost-of-living or consumer wed 
index. In part, this opposition arises from 
a belief that such clauses find acceptance 
by workers only when living costs are 
rising. Many businessmen, however, ob- 
ject to this device as an unsound method 
for determining wages. Some executives 
indicated union opposition to such con- 
tract provisions. Only about 15 per cent. 
of the executives participating in the sur- 
vey believe that cost-of-living clauses pro- 
vide a good basis for adjusting wages. Of 
these, only about half use such clauses 
in their own contracts. 


Venturesome economic undertakings 
are part of the American heritage. As- 
suming a normal tendency on the part of 
the individual to invest, any number of 
things might operate to discourage this 
natural inclination. Important among 
these is the attitude of government to- 
ward private enterprise. In the last 
analysis continued prosperity can be 
achieved only if government policies 
encourage the investment of private cap- 
ital, and through that the release of the 
creative energy of the individual. 


—Commitiee on Postwar Tax Policy 
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Portal Pay Claims Could Cause 
Tax Losses To Government 


Portal-to-portal pay could cost the 
Government millions of dollars in tax 
revenues, reports the Associated Press. 
Suits for retroactive payment of such 
wages now are being filed wholesale by 
labor unions in the wake of a Supreme 
Court decision apparently approving the 
principle. If many are upheld, the ex- 
pense to corporations could run into sub- 
stantial figures. 

In that event the Treasury might suffer 
from deep cuts in corporation tax reve- 
nues. And—to a much smaller extent— 
from lessened recovery of wartime profits 
through the renegotiation process. How- 


ever, the renegotiation job is 95 per cent. 
finished, officials reported, and there is 
no provision for companies which have 
been through the renegotiation mill to 
come back for refunds if the courts order 
them to pay portal wages for the period 
of their war production. 

Still, Congress could authorize such re- 
funds on grounds that the Government 
should recognize the retroactive pay as a 
proper production cost. Many such “‘ifs’’ 
remain to be cleared up, officials say, be- 
fore it will be possible to estimate the 
impact on Federal revenues from the high 
court’s ruling in the case of the Mt. 





OFFICE MACHINES BECOMING 


Available! 


Calculators 


WAR SURPLUS 
OFFICE MACHINES 


Typewriters 
Addressographs 
Ediphones 
Mimeographs 
Comptometers 


Dictaphones 





The Famine is about ended! Famous 
makes of office machines, the by- 
words of efficiency, are obtainable 
now, if you contact the country’s 
leading rebuilders of this equip- 


ment. Every machine is tested and 


: guaranteed to look and run like 
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new. We operate nationally. Where- 


you are phone or write. We 


can help you now. 


INTERNATIONAL OFFICE APPLIANCES, INC. 


326-330 BROADWAY . 


NEW YORK 7, N. Y. 





Clemens Pottery Co., Mt. Clemens, Mich. 

One prime tax gpm is whether 
such payments would be applied, for tax 
purposes, against the years in which the 
work was done, or as a lump cost in the 
current year—presumably 1947, in most 
cases. 

Internal Revenue officials believe the 
latter course the most likely one. This 
might wipe out a corporation’s profits for 
1947, and the net operating loss could 
be made the basis for refunds for the 
past two years as well as the basis for 
the tax reductions for the succeeding two 
years. 

A corporation showing a $5,000,000 
profit in- 1947, for instance, might find 
this wiped out by a $7,000,000 retroac- 
tive portal-pay judgment. The Treasury 
not only would lose the tax on $5,000,- 
000, but might also have to make refunds 
on 1945 and 1946 taxes paid by the cor- 
poration. And, if this did not cover the 
loss, might apply it to 1948 and 1949 
taxes, the Associated Press reported late 
in December. 

Treasury officials were not inclined to 
borrow trouble, however, and preferred 
for the most part to let the litigation run 
its course before trying to estimate pos- 
sible Federal losses. They were not un- 
mindful also that some unions might 
agree, in wage negotiations coming up, to 
drop the court actions in exchange for 
current pay increases. 

In the case of war contract renego- 
tiations, the rules of the war contracts 
price adjustment board hold, in effect, 
that portal payments were a risk which 
each contractor had to consider in ar- 
riving at a settlement with the Govern- 
ment, and that the settlement closes his 
case. 


Strikes’ Toll Was Heavy 
To Miners, Taxpayers 


The average coal miner lost $682 in 
wages in 1946 due to the two coal strikes, 
government figures show. His earnings 
for *46 totaled $2,432, as against the 
$3,114 he would have received had he 
not been idle for 11 weeks on account of 
strikes. 

Government seizure of the mines cost 
the taxpayers more than $2,000,000—in- 
cluding $500,000 expenses of the Coal 
Mines Administration and the comple- 
menting amount spent by the Solid Fuels 
Administration during the period of the 
seizure. 


* * * 


On a candid examination of history, we 
shall find that turbulence, violence, and 
abuse of power, by the majority trampling 
on the rights of the minority, have pro- 
duced factions and commotions which, ia 
republics, have, more frequently than any 
other cause, produced despotism.—]ames 
Madison. 
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Whose Corporations Are They? 


Excerpts from an address by Henry Hazlitt, 
author of “Economics in One Lesson.’ Pre- 
sented at the Fifteenth Annual Banquet of the 
Controllers Institute of America. 


The chief beneficiaries of the corpora- 
tions, from the standpoint of the income 
derived from them, are the workers em- 
ployed by the corporations. They are not 
only first in priority—coming before the 
stockholders and the bondholders—but 
they are overwhelmingly first in the 
amount they receive. The Department of 
Commerce, in estimating the distributive 
shares of all corporate production for 
1944, found that the employees got 61 
per cent. of the total, and that after de- 
duction of other costs and taxes there was 
left for net profits 9%. In this overall pic- 
ture, in other words, the employees got 
from the corporation between 6 and 7 
times as much as was available for the 
stockholders. 

It might be objected that the word em- 
ployee is a very big word. It includes the 
salaries of the top officers of the corpora- 
tion as well as of the lowest-paid worker. 
Don’t, it might be asked, the officers of 
the’ corporation get the lion’s share of 
these total payrolls ? Official census figures 
for 1939 show that the salaries of salaried 
officers of all manufacturing concerns in 
that year totaled $757,000,000, and that 
all other salaries and wages paid by manu- 
facturers in that year totaled $10,874,- 
000,000. In other words, the executives of 
the corporations got only 614 per cent. of 
the total wages and salaries paid out. 

While these are the facts, they are not 
at all the general public’s idea or the aver- 
age worker's idea of the facts. A survey 
made by the Opinion Research Corpora- 
tion, for example, found that the average 
worker is convinced that he now gets only 
a small slice of the production pie. Sixty- 
four per cent. of the workers interviewed 
actually believed that industrial companies 
pay out more to the stockholders and to 
top management than they do to the 
workers. The typical factory worker, it 
was found, believes that wages take only 
about one-quarter of the money paid to 
workers, executives and_ stockholders, 
though the basic situation is exactly the 
other way around. 


FALSE IDEA SOURCES 


The average worker gets this false idea, 
no doubt, from many sources. He gets it, 
if not from the direct statements, then at 
least from the implications of many left- 
wing radio commentators, from distorted 
headlines in newspapers, and from the 
ge of many of his own union 
eaders. But he gets it also from the fail- 
ure of business to inform him regarding 
the true state of the facts. In only a small 
number of annual reports can the man 
who is even conscientiously looking for 


the figure find what the total payroll of 
the corporation has been in the year of the 
report. And in very few reports, indeed, 
can he find that figure if he is not looking 
for it. 

In May of last year the National In- 
dustrial Conference Board published a 
table on the assets, net sales, income, divi- 
dends and other data concerning the fifty 
largest manufacturing corporations in this 
country in 1944. Included was a column 
of annual payrolls. Yet, though the fig- 
ures were taken from stockholders reports, 
supplemented by SEC reports, it found 
that for 25 of these 50 largest manufac- 
turing corporations no annual payroll fig- 
ure was even available. This is not, I am 
convinced, because the annual payroll was 
considered to be too small in relation to 
the particular corporation’s income or div- 
idends. I am confident that figures, if pub- 
lished, would not in most cases be sub- 
stantially different from those of the 
corporations that did publish their figures. 
The figure was not published in most 
cases, I am sure, because it simply did not 
occur to the corporation that the figure 
was important, or was anybody’s business 
but its own. 

Here is an incredible failure in public 
relations, a perfect illustration of the dead 
hand of mere tradition. It is still assumed 
by the great majority of corporation man- 
agers that when they have reported the re- 
sults of ‘their annual operations to the 
stockholders their duty has been done. 
They seem to believe this in spite of the 
fact that failure to inform their own em- 
ployees regarding the facts has helped to 
produce bad labor relations because of a 
lack of knowledge on the part of the 
workers of the real distribution of the 
company’s earnings and the real problems 
that a corporation faces. One reason that 
extravagant wage demands are made is 
that the workers in whose name they are 
made have no idea of what the conse- 
quences of granting their demands would 
be. They imagine the corporations to be 
rolling in wealth; they think that profit is 
something that is practically automatic. 

Unless the workers understand the pri- 
vate enterprise system, and understand 
what it means for them, they will destroy 
it. And unless management makes it pos- 
sible for the workers to understand the 
system by taking every opportunity to ex- 
plain the real facts, it will merely be co- 
operating in its own destruction. 

There are fantastic ideas abroad today 
concerning both the nature and extent of 
business profits. What usually happens is 
that someone cites the gross dollar figures 
of the profits—-usually before taxes— of 
the most profitable and very biggest cor- 
porations as if they were typical of the 
profits of all enterprise, rather than the 
exceptions they really are. But when we 
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take the whole economy, it is amazing 
how small profits actually bulk. The net 
income of incorporated business in the 15 
years from 1929 to 1943 averaged less 
than 5 per cent. of the total national in- 
come. Few people who talk so glibly 
about the dollar earnings of General Mo- 
tors or U. S. Steel or Du Pont are ac- 
quainted with the mortality rates for busi- 
ness concerns. They do not know that in 
every year from 1930 to 1938, in the in- 
come tax statistics, the number of corpora- 
tions that showed a loss exceeded the 
number that showed a profit. 


CAPITAL RISK 


It is clear that any individual placing 
venture capital runs a risk not only of 
earning no return but of losing his whole 
principal. In the past it has been the lure 
of high profits in special firms or indus- 
tries that has led him to take that great 
risk. But if profits should be limited to a 
maximum of, say 10 per cent. or some 
similar figure, while the risk of losing 
one’s entire capital still existed, what 
would be the probable effect on the profit 
incentive, and hence unemployment and 
production? The wartime excess-profits 
tax has already shown us what such a 
limit can do, even for a short period, in 
undermining efficiency. Yet governmental 
policy almost everywhere today tends to 
assume that production will go on auto- 
matically, no matter what is done to dis- 
courage it. 

Production. will not go on automati- 
cally. It will continue only as long as the 
business managers responsible for the pro- 
duction see a profit in continuing it. On 
net balance and in the long run, that 
profit may be a very small part of the na- 
tional income. But it is a very vital part, a 
part upon which the rest of the national 
income depends. The spark-plugs in an 
automobile are only a tiny part of the to- 
tal weight of the car, but unless they func- 
tion, the automobile will not be able to 
run at all. 

This is what labor must be brought to 
understand. It is the responsibility of busi- 
ness and of management, in their own sel- 
fish interest to make labor understand it. 
Their neglect of this responsibility is 
astonishing, and the present state of mind 
of many labor unions regarding this rela- 
tionship is also astonishing. 


* * * 


Big business is largely concentrated in four 
fields: public utilities, manufacturing, mining 
and quarrying, and banking, according to a 
Twentieth Century Fund survey. 


* * * 


For each 3,000 cars that strikes prevent Gen- 
eral Motors from making, each share of stock 
loses only one cent... . If cars selling for 
$1,250 have a labor content of upwards $800, 
the non-production of 3,000 cars brings to 
workers all along the line an income loss of 
$2,500,000, while each share of stock loses one 
cent. SAMUEL B. PETTENGILL. 
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POSITION WANTED 





Controller—Corporation Executive 

Institute member seeks responsible execu- 
tive position, preferably with a public utility, 
has thoroughly qualified educational —back- 
ground and twenty-eight years of sound prac- 
tical experience in Finance, Accounting and 
Management, covering costs, systems and proce- 
dures, investigations, executive reports, financ- 
ing, budgeting, federal and state taxes, con- 
solidations, auditing, insurance, pension plans, 
corporate secretarial duties and office manage- 
ment. Salary open. Address Box 663, ‘The 
Controller,” One East Forty-Second Street, 
New York 17, New York. 


* * * 


The population per square mile of arable 
land in Japan is 2,430; in Germany, 587; in 
Italy, 500; in the United States, 102; and in 
Russia only 68, according to a Twentieth Cen- 
tury Fund report. 

& * * 


As long as Americans have freedom, and op- 
portunity for the exercise of individual judg- 
ment and initiative, America will meet any 
challenge and move toward a higher destiny. 
WILLIAM K. JACKSON. 

* ca x 


All progress is based upon a universal innate 
desire on the part of every organism to live 
beyond its income. SAMUEL BUTLER. 

* * * 


Those who would give up essential liberty to 
purchase a little temporary safety deserve 
neither liberty nor safety. BENJAMIN FRANK- 
LIN. 





Clnnouncing: 


1947 MIDWESTERN CONFERENCE 
Sponsored by the 
Pittsburgh Control, I 
Controllers Institute of America 
| To be held in 


PITTSBURGH ) 
Sunday-Monday-Tuesday 


MAY 18-20, 1947 
at the 
WILLIAM PENN HOTEL 





E> 


Program, Speaker and Other Announcements Will Be Made Shortly 
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There's no room for cost- 





Some of today’s higher costs can’t be avoided, 
but you can sharply reduce your controllable 
costs by simplifying systems and procedures 
throughout your organization. 







EXAMPLE: A wholesaler recently adopted a 
Kardex-simplified stock control system that: 







1 Enables two girls to do clerical work that 
formerly required six girls. 








2 Makes it possible, through closer inventory 
control, to speed turnover and reduce his 
merchandise investment by thousands of dollars. 
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THE FIRST NAME IN BUSINESS SYSTEMS 





heavy systems AND profits 


3 Assures him a controlled stock of quick-selling 
items needed to get—and hold—day-to-day busi- 
ness from important customers. 


Whatever type of business you are in, and whether 
your costs are high in sales... inventory ... produc- 
tion . . . ledger . . . or personnel, Remington Rand 
simplified systems can pay you extra savings by 
reducing these controllable costs. Let’s talk it over! 
Phone our nearest office for booklet GRAPH-A- 
MATIC MANAGEMENT CONTROL, or write SYSTEMS 
DIVISION, 315 FOURTH AVENUE, NEW ¥pRK 10, N. Y. 
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| Reviews of Recent Publications 





A Valuable Text 


“COST ACCOUNTING—PRINCIPLES 
AND PRACTICE.” By James L. Dohr 
and Howell A. Ingram. Published by 
the Ronald Press Company, New York. 
The third edition of this text, although 

it still emphasizes the student viewpoint, 

contains much valuable material for cost 
practitioners. The text is divided into 
four parts, respectively entitled Basic 

Cost Accounting, Special Cost Problems, 


Administrative Control and Cost Systems. 

Part I contains the standard material 
for collegiate course in cost accounting. 
The approach, however, differs from 
other texts which treat in order: mate- 
rials, labor and overhead techniques. The 
author begins with the basic financial 
statements after giving a brief exposi- 
tion of the nature -and scope of cost ac- 
counting and then illustrates the basic 
ledger accounts required in cost work. 
Successive treatment is given to various 
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1946-47 Issues 





Men who have to be 
right about taxes say: 


“Not only furnishes an ac- 
curate statement of the law 
on any point but gives the 
user an understanding of his 
problem in clear and concise 
discussions and citations.”— 

—Business Executive, 

large eastern city. 

“More complete, better ar- 
ranged, and therefore more 
readily understandable than 
any other I have seen,.’’— 

—Bank President, small 

city, southwest. 

“Books maintain an wun- 
broken record for excellence, 
reliability, and continuous 
improvement.”— 





ORDER 
YOUR COPIES 


NOW the law. $10 


HERE-- UNMATCHED HELP 


for the financial executive who cannot give undivided time to taxes, but 
who does have to make decisions that influence tax liability 
—who must have guidance of authority and technical accuracy 
adequate for the most exacting professional standards 
—and at the same time understandable, quick and easy 
to use, convenient to handle; 
used each year by thousands of accountants, 
lawyers, bank officers and business executives: 


S 
Federal Tax Annuals 


P ROVIDE needed help of a character distinct and unduplicated among 
tax publications. Known and valued for thirty years by those who find 
they need no other tax guide and those who have every other tax facility. 

With these annuals, you add to your own resourcefulness the benefit of the research 
and experience of an organization of practising lawyers and accountants busy year in, 
year out with tax problems. There are two of these manuals: 


MONTGOMERY'S Eoderal Taxes 


—CORPORATIONS & PARTNERSHIPS 





"Tae ladies ie, | =~, 


Irreplaceable guidance for everyone who han- 
dles tax problems of estates and trusts. 
Helps in expert planning to ease tax burden 
by minimizing both estate and income taxes, 
showing what can and cannot be done under 





In one place for ready application—every- 
thing you need to handle this year’s ques- 
tions on these taxes, and in any business, 
of any size. 

In two handy volumes covering: 1—what 
constitutes income, when it arises, bases 
of its determination, deductions from in- 
come, methods and bases of reporting it; 
and 2—determination of tax, including 


problems still important in excess profits tax, preparation of 
returns, procedures in payment and administration. $20 
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statements and analyses available from 
the records. The chapter on unit costs 
and their uses follows the presentation 
of the use of subsidiary ledgers in ac- 
counting for the basic elements of costs. 
The delay to a subsequent chapter of the 
allocation methods applied to overhead 
causes a break in the continuity of pres- 
entation. The first section concludes with 
a review of the use of journals, the orig- 
inal evidences of business transactions 
which are the basis of entry and the use 
of a factory ledger system. 

Part II is concerned with a study of 
the costs of service capacity and the prob- 
lems of allocation, capitalizations, etc. 
Depreciation and depletion problems are 
also discussed. The second section con- 
cludes with a presentation of the princi- 
ples of accounting for By-products and 
Joint-products. 

Standard costs and budgetary control 
are the subjects covered in the third sec- 
tion. 

The final part of the text presents 
principles to be observed in system work 
and a discussion of the physical inven- 
tory method and procedures for product 
analyses. The final chapter surveys the 
trends in industry cost accounting with 
excerpts from various industry codes. 

The authors have given appropriate 
references and have produced a well 
written and profusely illustrated text. 

Like any text designed primarily for 
classroom work, this book in endeavor- 
ing to clarify the subject contains a good 
amount of elementary material. How- 
ever, discussions on systems, cost con- 
trols, and the interspersed treatments of 
cost statements recommend the text to 
practical cost accountants. 

Reviewed by C. M. AHEARN, 
Assistant Controller, The Colo- 
rado Fuel and Iron Corp., New 
York 





Forthcoming Reviews 
of Publications 


Business Organization and Man- 
agement. By Richard Norman 
Owens. 


Terminal Airport Financing and 
Management. By Lynn L. Bollinger, 
Alan Passen and Robert E. McEI- 
fresh. 


Educating for Industry Through 
Apprenticeship. By William F. 
Patterson and Marion H. Hedges. 


International Business Diction- 
ary. By Frank Gayner. 











In World War I, an infantry division went 
into action with an equivalent of 3,300 mechan- 
ical horsepower, while a Twentieth Century 
Fund report says that in World War II an 
armored division had 400,000 mechanical horse- 
power—an increase of more than 120 times. 
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JUST OFF THE PRESS! 


NEW DEVELOPMENTS 
IN ACCOUNTING 


HIS VOLUME contains the papers presented at the 1946 

Annual Meeting of the American Institute of Accountants. 
The topics discussed were carefully selected as those of greatest 
current interest and value to accountants in their practice or 
daily work. New approaches to problems are offered, and 
opinions expressed on controversial questions, that every pro- 
fessional accountant should read. The major sections of the 
book, each of which is composed of several articles, are: 


DEVELOPMENTS IN ACCOUNTING PROCEDURE 
AUDITING STANDARDS 


DEVELOPMENTS IN COST ACCOUNTING DURING 
THE WAR AS THEY AFFECT THE AUDITOR 


FEDERAL TAXATION 
AUDITING MACHINE KEPT RECORDS 


SPECIAL PROBLEMS OF THE SOLE PRACTITIONER 
AND MODERATE SIZED FIRM 


ACCOUNTING EDUCATION 


EDITION LIMITED—ORDER TODAY 


$2.00 a copy, post paid 
(Plus 2% Sales Tax if delivered in Greater New York) 


AMERICAN INSTITUTE OF ACCOUNTANTS 


13 East 4ist Street, New York 17, N. Y. 








4G 
Labor Supply to Continue Short, Hinrichs 
Advises AMA Meeting 


A picture of the nation’s supply of of- 
fice workers showing a steep decline in 
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the number of young women available 
with indications of an even tighter office 
labor market in the future and a belief 
that wage incentives can increase office 
worker output 50 to 100 per cent were 
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DUTIES OF A CONTROLLER 
As Defined by Controllers Institute of America 


(NoTE: Few controllers perform, or are responsible for, all of the duties listed 
here. In determining eligibility of applicants for membership, The Institute inquires 
as to which of the duties listed the applicant performs, or for which he is responsible, 
through assistants. ) 


1. The installation and supervision of all accounting records of the corporation. 

2. The preparation and interpretation of the financial statements and reports of 
the corporation. 

3. The continuous audit of all accounts and records of the corporation wherever 

located. 

. The compilation of production costs. 

. The compilation of costs of distribution. 

. The taking and costing of all physical inventories. 

. The preparation and filing of tax returns and the supervision of all matters 

relating to taxes. 

. The preparation and interpretation of all statistical records and reports of the 

corporation. 

9. The preparation, as budget director, in conjunction with other officers and 
department heads, of an annual budget covering all activities of the corpora- 
tion, for submission to the Board of Directors prior to the beginning of the 
fiscal year. The authority of the controller, with respect to the veto of com- 
mitments or expenditures not authorized by the budget, shall, from time to 
time, be fixed by the Board of Directors. 

10. The ascertainment currently that the properties of the corporation are prop- 
erly and adequately insured. 

11. The initiation, preparation and issuance of standard practices relating to all 
accounting matters and procedures and the co-ordination of systems through- 
out the corporation, including clerical and office methods, records, reports and 
procedures. 

12. The maintenance of adequate records of authorized appropriations and the 
-~ cape that all sums expended pursuant thereto are properly accounted 
or. 

13. The ascertainment currently that financial transactions covered by minutes of 
the Board of Directors and/or the Executive Committee are properly executed 
and recorded. 

14. The maintenance of adequate records of all contracts and leases. 

15. The approval for payment (and/or countersigning) all checks, promissory 
notes and other negotiable instruments of the corporation which have been 
signed by the Treasurer or such other officers as shall have been authorized 
by the by-laws of the corporation or from time to time designated by the 
Board of Directors. 

16. The examination of all warrants for the withdrawal of securities from the 
vaults of the corporation and the determination that such withdrawals are 
made in conformity with the by-laws and/or regulations established from time 
to time by the Board of Directors. 

17. The perparation or approval of the regulations or standard practices required 
to assure compliance with orders or regulations issued by duly constituted 
governmental agencies. 


NAW DR 
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This list of duties is recommended primarily for use by manufacturing 
com panies. 


A short form of by-law for a corporation, defining the duties of a controller, 
which The Controllers Institute of America recommends for adoption, reads, 


The duties of the controller shall be to maintain adequate records of all 
assets, liabilities, and transactions of this corporation; to see that adequate 
audits thereof are currently and regularly made; and, in conjunction with 
other officers and department heads, to initiate and enforce measures and 
procedures whereby the business of this corporation shall be conducted with 
the maximum safety, efficiency, and economy. He shall attend all meetings 
of the Board of Directors and of the Executive Committee and he shall re- 
port to the President and for the Board of Directors as said Board of Direc- 
tors may prescribe. His duties and powers shall extend to all subsidiary 
corporations and, so far as the president may deem practicable, to all affiliated 
corporations. 


Controllers Institute of America 


One East Forty-Second Street New York City 














put before the Office Management Con- 
ference of the American-Management 
Association, held in New York recently. 

A. Ford Hinrichs, former acting com- 
missioner of the Bureau of Labor Statis- 
tics and now economist for the Kiplin- 
ger Washington Agency told the meet- 
ing that the number of women available 
for office work btween the ages of 20 
and 35 years, the core of the office and 
clerical working force, is now one mil- 
lion below the normal level based on 
pre-war trends. He advised the office ex- 
ecutives that they could expect the labor 
shortage in their field to persist ‘‘for 
some time.” Mr. Hinrichs participated 
in a roundtable on work and pay stand- 
ards necessary to assure compensation 
that will attract additional manpower to 
office work. 

More than one and one-half million 
women quit the office force, Mr. Hin- 
richs said, chiefly because their husbands 
returned from the Armed Forces or they 
married returned veterans. He said this 
has had a particular effect on office help 
because by war’s end, seven out of ten 
clerical workers were women although 
before the war only half were women. 

“By V-J Day there were seven million 
extra workers in the American labor 
force,” the economist said. “One year 
later the number had decreased to a little 
over two million—and most of the de- 
cline was accounted for by women.” 

He said that this did not mean that an 
overall labor shortage is developing. 
Much of the employment of the past 
half year was taken up in preparing for 
the production of goods expected in the 
next six months. A sharp rise in the flow 
of finished goods will be accompanied 
by a smaller proportionate increase in 
employment he told the meeting. 

“The current unfilled need for labor is 
largely of two types,” Mr. Hinrichs said, 
“Key positions for which there is an in- 
adequate number of trained persons and 
the relatively low-paying jobs which are 
always hard to fill in times like the pres- 
ent. Both types are pertinent to office 
work.” 

Mr. Hinrichs also pointed out that 
premium rates for overtime and extra 
shifts which contributed to the upswing 
of gross earnings of factory workers 
were not shared as a rule by the clerical 
workers during the war. Tabulations of 
wage increases since war's end, he said, 
“show that plant employees starting of 
from a higher base have received higher 
increases both in absolute and percentage 
terms than office workers.” 

He predicted that the labor market 
nationally, as well as among women, will 
not ease in the immediate future. 

R. S. MacKenzie, Chief Industrial En- 
gineer of the Atlantic Refining Com- 
pany, Philadelphia, told the Conference 
that output per office worker can be in- 
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creased from 50 to 100 per cent. with an 
accompanying saving in floor space and 
equipment if wage incentives employed 
in many factories are established in of- 
fices. 

He said work measurement and wage 
incentive plans had been successfully ap- 
plied to most basic office operations, and 
that the office worker “is going to de- 
mand the same opportunity for extra 
earnings through incentives as is en- 
joyed by the plant worker.” He outlined 
the prerequisites for installing a “‘pay- 
ment for production” plan and esti- 
mated that a 20 per cent. net labor cost 
reduction “is normal expectation with 
many cases doubling this figure.” 

Mr. MacKenzie said experience showed 
“the preincentive level of productivity to 
be running from 40 per cent. to 60 per 
cent. of a full day’s work.” 

“A fair day’s work is looked upon by 
informed members of management as 
being something in the neighborhood of 
two-thirds of a full potential day’s 
work,” he told the conference, ‘‘and even 
this two-thirds day’s work is seldom 
reached or maintained for the payment 
of basic wages alone.” 

Mr. MacKenzie said self-satisfaction, 
promotion and fear of losing the job 
were incentives overshadowed by the 
negative influence of resentment in- 
curred by the “eager beaver,” an impres- 
sion output plays little part in gaining 
promotion, and “the fortunate human 
characteristic of wanting the most in re- 
turn for giving the least.” 

L. B. Michael, Manufacturing Engi- 
neer, Wage Practices, Western Electric 
Company, New York, advocated the 
continuing administration of job evalua- 
tion and salary standardization plans to 
bring stabilization to the office wage 
structure and afford an equality of oppor- 
tunity for pay and promotion. 

He said that such plans should be ad- 
ministered by a central organization 
within the company so as to assure uni- 
formity among departments which 
would eliminate discontent. He listed 
for the conference 15 requirements for 
effective salary administration and coun- 
selled that after all jobs are studied, de- 

scribed, evaluated and assigned appro- 
priate pay, that employees should not be 
kept in the dark on salaries or job rating. 


ok 3K * 


Millions of dollars are now coming into 
the stock market from men who, dis- 
couraged by the seemingly endless fight 
with labor and the government, have 
quietly sold their individual enterprises to 
the major corporations that are better 
equipped to carry on that one-sided 
struggle.—Statement by Standard and 
Poor's Cor poration. 
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So you noticed there is such a difference in calculators. 
Yes, that’s exactly what I told the boss... order a Friden 
for me, with all its exclusive fully automatic features. 
The thing that really surprised me was how easy they are 
to operate...after less than 15 minutes instruction 

I was able to breeze thru my figure problems. If you like 
my Friden, ask the boss to order one for you NOW. 
New cars are not immediately available... but Fridens are 
worth waiting for, too! Just have him telephone 


> 


the local Friden Representative... today.’ 


Friden Mechanical and Instructional 
Service is available in approximately 
250 Company Controlled Sales Agencies 
throughout the United States and Canada. 


FR. 


FRIDEN CALCULATING MACHINE CoO., INC. 


HOME OFFICE AND PLANT - SAN LEANDRO, CALIFORNIA, U.S.A. - SALES AND SERVICE THROUGHOUT THE WORLD 
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Personal Notes About Controllers 














Mr. M. L. Jarboe, immediate past president 
of the Pittsburgh Control of The Institute, 
has been elected a director and chairman of 
the board of Hood Chemical Company, Inc., 
Pittsburgh. 


Mr. Herbert M. Ramel, vice-president of 
Ramsey Accessories Manufacturing Corpora- 
tion, St. Louis, and a long active member of 
The Institute’s National Committee on Educa- 
tion, was elected to serve a two-year term on 
the administrative council of the National 
Metal Trades Association at its recent annual 
meeting in New York. 


Mr. I. R. Cunningham, a member of the 
Controllers Institute of America, has been 
transferred by Creole Petroleum Corporation, 
of New York, to Venezuela and is now serv- 
ing the corporation in Caracas. 


Mr. Herman F. Lux, holder of The Insti- 
tute’s certificate 1262 and secretary of Lux 
Watch ‘Manufacturing Company, Waterbury, 
Connecticut, has been chosen a member of 
the board of directors of the Hartford Con- 
trol of The Institute, to fill the vacancy left 
by the transfer of Mr. Lee R. Abercrombie to 
the Pacific coast. Mr. Abercrombie is now 
affiliated with the Hartford Fire Insurance 
Company, San Francisco, having previously 
served with the Hartford Accident and In- 
demnity Company in Hartford. 


Mr. William H. Powell, formerly secretary- 
treasurer of Schick, Inc., Stamford, Connecti- 
cut, has been appointed treasurer of Samson 
United Corporation, Rochester, New York. 
Mr. Powell was elected to membership in the 
Controllers Institute in August, 1943. 


Mr. Arthur R. Burbett, comptroller of the 
First National Bank of Baltimore, was ad- 
vanced to the presidency of the National As- 
sociation of Bank 
Auditors and 
Comptrollers at 
the recent three- 
day annual con- 
vention of the or- 
ganization in Ok- 
lahoma City. Mr. 
Burbett, during 
the past year, had 
served as a first 
vice-president of 
the association. 
A native of Bal- 
timore, he has 
been connected 
with the banking 
field since leaving 
school. He was 
elected treasurer of the NABAC in 1942 at 
the convention in New York. Mr. Burbett is 
a member. of the Controllers Institute of 
America, holding certificate 1174, and served 
as president of the Baltimore Control of 
The Institute for two successive terms, be- 
ginning in 1941, Another member of the Con- 
trollers Institute received recognition at the 
NABAC convention when Mr. Edward F. Lyle, 
comptroller of the City National Bank and 
Trust Company, Kansas City, Missouri, was 
named secretary. 





MR. BURBETT 


Mr. Joseph A. Martino was recently elected 
executive vice-president of National Lead Com. 
pany, New York. Mr. Martino, a member of 


the Controllers Institute, previously served as a 
vice-president of the company and is also a 
director and member of its executive commit- 
tee. 


Mr. James B. Pollard, a charter member of 
the Birmingham Control of The Institute, 
during which period he was controller and 
assistant treasurer of Ingalls Iron Works Com- 
pany, Birmingham, is now serving as treas- 
urer of Colonial Stores, Incorporated, of At- 
lanta, Georgia. 


Mr. John B. Thurston, former treasurer and 
director of industrial engineering of Trans- 
continental & Western Air, Inc. has announced 
the formation of Thurston & Company, man- 
agement engineers and aviation consultants, 
with offices at 40 Wall Street, New York. A 
member of The Controllers Institute of 
America, Mr. Thurston was a founder and first 
president of The Institute of Internal Auditors. 


Mr. Cleeman Withers is now associated with 
General Pine and Fir Mills at Camino, Califor- 
nia. Mr. Withers is a member of The Control- 
lers Institute. 


Mr. John A. Greene is now serving as 
secretary and treasurer of Homecraft Manu- 
facturing Company of Newark, New Jersey. A 
member of the Controllers Institute since May 
1936, and holder of certificate 696, Mr. Greene 
previously served as treasurer of the National 
Lock Washer Company, Newark, New Jersey. 


Mr. P. H. Bills was recently elected to the 
position of executive vice-president of Gilbert 
& Barker Manufacturing Company, West 
Springfield, Massachusetts. Mr. Bills, who is a 
member of The Institute’s Committee on Co- 
operation with the Securities and Exchange 
Commission, previously served as vice presi- 
dent and treasurer of the company. 


Mr. Harold E. Sutcliffe is now serving the 
H. C. Allen Company, Ann Arbor, Michigan, 
as secretary and treasurer. A member of the 
Controllers Institute, he was previously as- 
sociated with Graham-Paige Motors Corpora- 
tion, as controller and treasurer. 


Mr. Paul A. Barkmeier, formerly controller 
of Goldblatt Brothers, Chicago, has been _ap- 
pointed retail store controller of Marshall Field 
and Company, Chicago. He was elected to 
membership in the Controllers Institute in No- 
vember, 1942. 


Mr. W. D. Webster assumed his new duties 
as vice-president in charge of finance of Victor 
Chemical Works, Chicago, on January 1. Mr. 
Webster, who had been serving as secretary of 
the company, will continue as controller. A 
member of The Controllers Institute of 
America, and holder of its certificate 1049, Mr. 
Webster joined Victor in 1916, as controller, 
and was elected secretary of the company in 
1919. He came to the United States from Eng- 
land in 1906 to become a senior accountant 
for Price, Waterhouse and Company. 


Dr. J. H. Landman, tax attorney and econ- 
omist, who contributed an article on ‘Tax 
Incentives for Foreign Trade’’ to the October, 
1946 issue of ‘The Controller,” has joined 
Peat, Marwick, Mitchell & Company, New 
York, as tax specialist. Previously, Dr. Land- 
man was tax specialist for the National Indus- 
trial Conference Board. 


Mr. J. B. Pope is now associated with the 
National Spinning Company, Incorporated, 
New York. Previously connected with Burling. 
ton Mills Corporation, New York, Mr. Pope is 
holder of certificate number 1334 of the Con- 
trollers Institute of America. 


Mr. Frank B. Cliffe, assistant controller of 
General Electric Company, Schenectady, New 
York, was awarded the War Department's 
highest civilian award on December 16. The 
certificate of appreciation was presented by 
Brigadier General Calvert H. Arnold, chief of 
the procurement and distribution service, office 
of the chief signal officer. Mr. Cliffe, who has 
spoken on a number of occasions before meet- 
ings of the Controllers Institute, particularly 
on unemployment compensation problems, was 
cited for outstanding contribution to the Signal 
Corps program for the settlement of all Gen- 
eral Electric’s contracts under the company- 
wide settlement program. 


Mr. Edward L. Fortin of Selas Corporation 
of America, Philadelphia, has accepted appoint- 
ment from Mr. J. Norvelle Walker, president 
of the Philadelphia Control, as chairman of the 
Archives Committee of the Control. 


Mr. H. M. Switzer is now serving as vice- 


president and general manager of National } 


Stamping and Electric Works, Chicago, Illinois. 

member of the Controllers Institute of 
America, Mr. Switzer previously was assistant 
secretary and treasurer of Eureka Vacuum 
Cleaner Company, Detroit. 


Mr. Harry J. Longeway, comptroller of 
Michigan Steel Tube Products Company, and a 
member of the Controllers Institute of America, 
has also been named secretary-treasurer of the 
Company and elected to the board of directors, 


Mr. O. R. March, who was elected to mem- 
bership in The Institute on February, 1943, 
is now connected with the Niagara Sprayer & 
Chemical Division of Food Machinery Corpo- 
ration, Middleport, New York. Mr. March 
was formerly associated with Clinton Engi- 
neering Works, Tennessee Eastman Corpora- 
tion, Oak Ridge, Tennessee. 
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ERNEST V. MORAVA 


Funeral services for Ernest V. Morava, 48, 
vice president of the Mills Automatic Merchan- 
dising Corporation, Long Island City, New 
York, were held at Fairchild Chapel, Garden 
City, New York, on Thursday, December 5. 
Mr. Morava, a member of Controllers Institute 
of America since December, 1939, and holder 
of its membership certificate, number 1562, 
died at his home in Garden City, on December 
3. Formerly associated with Frigidaire Sales 
Corporation in Lincoln, Nebraska, he had been 
connected with the Mills concern for twelve 
years. Mr. Morava is survived by his wife, Mrs. 
Leonor Bohannon Morava, his mother, two 
children, two brothers and a sister. 
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SAMUEL M. SMALLPAGE 


Mr. Samuel Maitland Smallpage, comptrol- 
ler of New Orleans Public Service, Inc., and 
first president of the New Orleans Control 
of the Controllers Institute of America, died 
on December 20 at Touro Infirmary, after 
being stricken the evening before while en- 
joying a social gathering with friends. He 
was 47 years old. 

Mr. Smallpage held certificate number 787 
in the Controllers Institute, having become a 
member in 1936. In February, 1944, he was 
the leader of a group of controllers and finan- 
cial officers in the New Orleans and Baton 
Rouge areas, in the organization of the New 
Orleans Control. He served only a short time 
as president, however, when ill health forced 
him to resign, and he was succeeded by Mr. 
Ben C. Moise, Secretary-Treasurer of Maison 
Blanche Company. 

“He was always intensely interested in the 
work of The Institute and the members of the 
New Orleans Control felt free to call upon 
him for advice and assistance,” Mr. C. P. 
Binnings, current president of the New Or- 
leans Control, said. “His passing will be a 
great loss to the national organization and 
doubly so to the New Orleans Control.’”’ Be- 
cause the funeral was private, a floral offering 
in the name of the New Orleans Control was 
sent by Mr. Binnings. 

A native of Eagle Grove, Iowa, Mr. Small- 
page served the public service company as 
comptroller for nearly 20 years. He came to 
New Orleans as a young man fresh from col- 
lege and from 1924 to 1932 he was associate 
professor of accounting at Tulane. He was a 
graduate of the University of Iowa and did 
post-graduate work at Columbia University. 

He was a member of the Rotary Club of 
New Orleans, of which he was a past presi- 
dent, the New Orleans Country Club and the 
Stratford Club, and held memberships in nu- 
merous statistical organizations. He was a for- 
mer president of the New Orleans Associa- 
tion of Building Owners and Managers (1940- 
41); president of the Southern Conference of 
that organization from 1940 to 1944, and a 
vice-president of the national association of 
the same organization. 

Active in many college fraternities, Mr. 
Smallpage held memberships in Phi Kappa 
Psi, social college fraternity; in Beta Gamma 
Sigma, an honorary economics and finance or- 
ganization; and in Delta Sigma Pi, also an 
honorary economics group. 

He had complained of a heart condition for 
several years but was able to get about and 
look after his duties with the public service 
company. The fatal attack was one of a num- 
ber he suffered in recent years. 

In addition to his wife, the former Miss 
Due Benton of Sioux City, Ia., and his two 
children, John- B. and Mary Margaret, Mr. 
Smallpage is survived by his mother, Mrs. 
Edith Smallpage of Evanston, Illinois, and a 
sister, Mrs. Carlton Banker of Wilmette, IIli- 
nois, 

* # * 


_A government cannot have too much of the 
kind of activity which does not impede, but 
aids and stimulates, individual exertion and 
development. The mischief begins when, in- 
stead of calling forth the activity and powers 
of individuals and bodies, it substitutes its own 
activity for theirs; when, instead of informing, 
advising, and upon occasion denouncing, it 
makes them work in fetters or bids them stand 
aside and does this work instead of them. 
JOHN StuART MILL. 
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“Bureaucracy 


im my business?” 
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Mr. J. C. Masterson, President of 
Consolidated, hated bureaucracy 
to the point of apoplexy. And for 
all the bureaucracy that had ever 
been or ever would be he blamed 
“those fellows in Washington.” 
So, when the public accountant 
told him that his own business 
suffered from internal bureaucracy, 
Mr. Masterson hit the ceiling. 


Bur the accountant was able 
to back up diagnosis with facts. 
He pointed out that red tape, 
caused by the use of obsolescent 
procedures, held up production, 
boosted operating costs, reduced 
profits and generally paralyzed the 
efficiency of his firm. 
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How can the public acccuntant, 
an “outsider”, find and interpret 
many significant facts which have 
escaped the attention of everybody 
in the firm—from file clerks to 
president? Because the accountant 
is a specialist in seeing business- 
as-a-whole. He brings to his job 
a broad background in business 
practice and theory . . . the ability 
to glean fresh facts on which 
sound policy may be based. 


McBee is not an accounting 
firm, but our products and methods, 
evolved in 40 years of experience, 
can aid professional accountants 
by supplying the necessary facts 
faster and in more usable form, 


THE McBEE COMPANY 


SOLE MANUFACTURERS OF KEYSORT 
295 Madison Avenue, New York 17, N.Y... Offices in principal cities 
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Features Highlights of One Year 
As Published in “The Controller” 


A Review of the Past - A Token of the Future 


JANUARY 1946 


“Outlook for Federal Taxation,” by Dr. Howard R. Bowen. 

“A Case Study in Preparation and Use Of Budgets,” by E. W. 
Weston. 

“The Best Annual Report for ‘Our Company,’”’ by Dr. Lewis 
H. Haney. 

“What the 1945 Tax Act Did and Did Not Do,” by Mark E. 
Richardson. 

“Guaranteed Wages: An Economic Analysis,’ by Dr. Emerson 
P. Schmidt. 

“Unemployed Workers: A Problem that Needs Realistic Study,” 
by Thomas L. Evans. 


FEBRUARY 1946 


“Appraisal of Fixed Assets,” by W. V. Burnell. 

“Annual Reports to Stockholders,” by Herbert P. Buetow. 

“Getting Down to Earth in Explaining Profits to Employees,” 
by Frank Wallace. 

“Controllers’ Recommendations on Surplus Disposal Reflected 
in Federal Action,’ by Louis M. Nichols. 

“The Controller—His Authority,” by Warren G. Bailey. 

“The Functions the Controller Should Be Prepared to Perform,” 
by Stewart Freeman. 

“Internal Auditing Objectives,” by Don S. Grubbs. 

“Industrial Engineering as an Aid to the Controller,” by John 
B. Thurston. 


MARCH 1946 


“. . .. A Servant When He Reigneth,” by R. C. Simpson. 

“Distribution Cost and Research for Postwar Operations,” by 
Paul W. Atwood. 

“What Management Expects from the Controller,” by R. C. 
Cosgrove. 

“Industrial Engineering Approach to Better Management,” by 
Mason Smith. 

“Adequate Fire Protection,” by Alvin T. Coate. 

“Preparation and Maintenance of Accounting Manuals,” by 
L. C. Stevens. 

“Human Relations in Business and Industry,” by M. J. Norrell. 


APRIL 1946 


“Price Inflation: The Economic Problem of the Day,” by Neil 
H. Jacoby. 

“Developments in Administration of the Wage and Hour Law,” 
by L. Metcalfe Walling. 

“A Plan for Company Policy,” by O. R. Strackbein. 
“Controllers’ Views on Accounting for Fully Amortized Emer- 
gency Facilities,” “Job Evaluation,” by R. E. Hibbs. 
“Federal Income Tax Carry-Overs and Carry-Backs,” by L. E. 

Fonteine. 


MAY 1946 


‘Internal Control and Internal Auditing,’ “As the Certified 
Public Accountant Views It,” by Maurice E. Peloubet. 

“From the Standpoint of the Company,” by Victor Z. Brink. 

“Organization as it Affects Management,” by L. L. Purkey. 

“Trends in Profit-Sharing and Pension Trusts,” by J. H. 
Shreiner. 

“Make the Figures Tell a Story,!” by J. A. Livingston. 

“The British Loan,” by Willard L. Thorp. 

“Income Tax Accounting versus Cost Accounting,” by William 
M. Shanahan. 


JUNE 1946 


“Private Enterprise in our Postwar World,” by Paul G. Hoff- 
man. 

“Forecasting Production,” by F. D. Newbury. 

“Cost Reduction Through Cost Control,” by H. Paul Nelligan. 

“Exclusive License Royalties Taxed as Capital Gain,” by Harvey 
W. Peters. 

“The Road Ahead for America,’ by Dr. Virgil Jordan. 


“Full Production Gear-Up Analysed at Midwestern Confer- 


ence,” by Paul Haase. 
“Budgeting,” by H. T. McAnly. 
‘Meeting New Attacks on Industry,” by James W. Irwin. 


JULY 1946 


“Full Production: The Only Solution to Our Economic Prob- 


lems,” by Fred C. Crawford. 


“Business Aspects of Carry-Overs and Carry-Backs, by A. J. 


Fournier. 
“The Controller Comes of Age,” by Lyman L. Dyer. 


“Wage Incentive Plans in the Reconversion Period,” 2y G. Z. 


W ollam. 


“Budgetary and Financial Planning as Related to the Control- 


ler’'s Office,” by Ralph W. Rager. 


“The Controller's Place in Programmed Management,” by Don- 


ald E. Ackerman. 
AUGUST 1946 


“Responsibility Accounting,” by R. B. Knott. 


“Timely Financial Reports,’ by C. M. Ahearn. 

“Preparing for the Uncertain Future,” by Clinton Davidson. 

“The Controller's Stake in Item Identification,” by Charles R 
Simmons. 


“Facts Are A Must In Our Business, by E. A. Evens. 
“Controllership Foundation Initiates Its First Survey,” dy Ar- 


thur R. Tucker. 
SEPTEMBER 1946 


‘““Management’s Use and Application of Operating Budgets,’ 


by John R. Bartizal. 


“A Review of Internal Auditing,” by Earle H. Cunningham. 
“Establishing Production Controls,” by Stuart B. Miller. 
“Management Control: Postwar Model,” by Walter R. Bunge. 
“Two Bankers View the Controller,” by Major General John 


C. Persons and Frank E. Jerome. 


“Long-Range Forecasts of Operations,” Report of a Survey. 


OCTOBER 1946 


“Tax Incentives for Foreign Trade,” by J. H. Landman. 
“Modern Plants and Production Savings,” by A. T. Waidelich. 
“Reports to Top Management,” by Simon C. Kelly. 

“Market Research as an Instrument of Control,” by Bernard 


W. Dempsey, S. J. 


“Overhead Distribution and Presentation of Cost Statements,’ 


by E. J. Gessner. 


“Functions of the Corporate Controller,” by W. K. Minor. 
“Controllership Faces Unparalleled Opportunities in Year 


Ahead,” by John H. MacDonald. 
NOVEMBER 1946 


“Marketing and Output is the Answer,” by Donald R. G 


Cowan. 


“International Control of Atomic Energy,” by Chester I. Barn- 


ard. 


“Administrative and Operational Trends in Pension Trusts,” 4) 


Loren D. Stark. 


“Current Financial Conditions,” by Sigurd R. Wendin. 
“Administration of Section 722,” by Charles D. Hamel. 
“Negotiating Labor Contracts,” by Joseph B. Burns. 


DECEMBER 1946 


“Corporate Surplus and Section 102 in the Postwar Period,’ 


by A. Allen Simon. 


“The Controller’s Interest in Public Opinion Trends,” by Dr 


Claude Robinson. 


“Budgeting During Changing Price Levels,” by Frank Klein. 
“Business in "47—Up or Down?” by Arthur R. Upgren. 
“Everything is under Control!’ by Thomas I. Parkinson. 
“Current Economic Conditions,” by William H. Stead. 
“Insurance Coverage Analysis is Important,’ by Dwight W. 


Sleeper. 
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Top Accountant—Auditor Posts Open 
in Federal Service 


The U. S. Civil Service Commission is ac- 
cepting applications for high-grade accountant 
and auditor positions in the Federal service. 
The examination has been announced through 
the issuance of an Examining Circular, a copy 
of which is available from W. A. McCoy, 
chief of the Examining Division of the Com- 
mission, Washington 25, D. C. The positions 
open are classified CAF 13 to 15, with com- 
pensation ranging from $7,102 to $9,975 a 
ear. 
| Accountants and auditors in positions filled 
from this examination are usually in full 
charge of accounting operations or accounting 
investigations, and are responsible for plan- 
ning and directing all phases of difficult ac- 
counting programs with little or no technical 
supervision. In such capacities they are respon- 
sible for giving leadership to the accounting 
program and directing the activities of ac- 
countants at lower grades. 

All applicants must have had 6 years of 
progressively responsible, diversified account- 
ing and auditing experience. This experience 
must have demonstrated ability to devise and 
install accounting systems; to analyze complex 
accounting problems and to develop practical 
solutions; to plan and carry out special ac- 
counting assignments with little or no tech- 
nical supervision; to deal satisfactorily with 
fellow workers; to negotiate effectively with 
operating officials; and to develop and super- 
vise effective accounting programs. 

Departmental positions located in Washing- 
ton, D. C., and vicinity, and field positions in 
Washington, D. C., only, will be filled from 
this examination. Persons who do not wish 
to accept appointment in this locality should 
not apply for this examination. 


Treasury Drive Against 
Tax Evaders Gains 


Secretary of the Treasury John Snyder 
disclosed recently that the investigative 
efforts of the Bureau of Internal Revenue 
produced $546 millions of additional as- 
sessments in the first four months of this 
fiscal year—a 41 per cent. increase over 
the corresponding months of last year. 

“In evaluating the drive against evad- 
ers,” said Mr. Snyder, “‘it is well to re- 
member that the Bureau of Internal Rev- 
enue necessarily and properly devotes the 
major portion of its energies to doing 
business with the honest taxpayers, who, 
I am proud to say, constitute the vast 
majority of American citizens. While the 
$546,000,000 of additional assessments 
are gratifying, they must not be allowed 
to overshadow the $11,695,000,000 over- 
all tax collections by the Bureau during 
the same four months of July-October, 
inclusive.” 

Among several thousand pending in- 
vestigations, the Treasury reported, were 
cases involving users of counterfeit sugar 
ration stamps, a jewelry concern that 
concealed its profits by claiming fictitious 
purchases, a group of “boom-town” 
taverns near an army post, a doctor who 
concealed patients’ fees by depositing 
them in the account of his office assistant, 
and an automobile finance company that 
padded its advertising deductions. 
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Position Open 





Senior Accountant—Home Office 
Consolidating and Analysis Work 


Pacific Coast natural resource firm with 
numerous branch and subsidiary offices, includ- 
ing 8 large producing plants, has an opening 
in its home office: for an experienced senior 
accountant. The business is 45 years old, with 
a permanent future and substantial expansion 


plans. Sales over $50 million, employees 
10,000. 
Position involves work on _ consolidating 


reports, mill costs and analyses and other as- 
sistance to comptroller and internal auditor. 

Applicant must be under age 40. CPA 
certificate not required, but good education and 
practical industrial accounting background 
necessary. 

Salary commensurate with ability and experi- 
ence. Good opportunities for executive ac- 
counting work after some years of proven 
ability. Applications will be treated confiden- 
tially. Address: Box 658, “The Controller,” 
One East Forty-Second Street, New York 17, 
New York. 





Positions Wanted | 











Controller Available 


Executive with public and private accounting 
background seeks position utilizing his exten- 
sive experience in financial, production and 
accounting management. Knowledge of taxes, 
budgets, costs, credits, insurance and foreign 
exchange. Married. Address Box Number 659, 
“The Controller,” One East 42nd Street, New 
York 17, New York. 

This advertisement has been inserted by 
present employer of applicant who deeply 
regrets required separation and desires to aid 
applicant in securing new connections. 





Treasurer—Assistant to President 


Administrative executive with eighteen 
years of experience in management, organiza- 
tion and corporate control desires a new 
connection. Resourceful and conscientious, 
qualified by ability to direct, plan and exe- 
cute responsibilities. Practical experience 
in accounting systems and procedures, cost, 
budget, finances, credits, and taxes. College 
graduate. Institute member. Can furnish 
highest references. Minimum salary $12,000. 
Address: Box Number 661, “The Control- 
ler,’ One East Forty-Second Street, New 
York 17, New York. 


Controller, Finance Officer, Treasurer 


Age 40. Bachelor and Masters Degrees from 
New York University majoring in accounting 
and finance. Presently chief finance officer of 
large manufacturing company handling diverse 
lines of products, annual sales volume of ap- 
proximately $200,000,000. Exceptional expe- 
rience for age in all phases of accounting, 
budgets, State and Federal taxes, insurance, 
banking, and the like. Thoroughly familiar 
with parent company and subsidiary company 
interrelationships (both domestic and foreign) 
and management problems. Officer of local 
Control of Controllers Institute of America. 
Address Box 662, “The Controller,’’ One East 
Forty-second Street, New York 17, N. Y. 


Controller—Executive 


Institute member available immediately. 
Experience of more than ten years in nationally- 
known companies covers installation of ac- 
counting and cost systems; preparation and 
interpretation of financial and cost statements 
for management; compilation of production 
cost; taking and costing of inventories; 
budgets; reorganization; supervision of large 
staff ; audits, and taxes. Address Box Number 
660, “The Controller,” One East 42nd Street, 
New York 17, New York. 











PHILADELPHIA ° 








Depreciation and Depletion Studies 
Valuations and Appraisals 
Organization and Business Reports 
Securities Registration Investigations 
Design and Construction 
Industrial Engineering 


For, Bacon & Davis 


Engineers 


39 BROADWAY, NEW YORK 6, N. Y. 
CHICAGO ° 





LOS ANGELES 
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INSTITUTE ACTIVITIES 








Fe, Bnei mae ee 
French Lick Conference of Controllers 
Being Planned for June 13-14 
Plans for an annual meeting of the MacDonald, vice president, National 


Louisville, Indianapolis, Dayton and Cin- 
cinnati Control are now being advanced 
by a committee representing the four 
chapters of The Institute. The dates for 
the meeting have been set’ for June 13- 
14, 1947 at French Lick Springs Hotel, 
French Lick, Indiana. 

The program is being arranged to in- 
clude business, entertainment and sports 
activities. An invitation is being extended 
to The Institute’s president, John H. 





JOHN R. 
BLADES 


Insurance 


Adviser 


Insurance affairs of busi- 
ness concerns or _ trusts 
surveyed. 


Self-insurance plans ex- 
amined or designed. 


Advice on special insur- 
‘ance problems. 


Annual consulting service. 


Fee Basis 


Broadcasting Company, to attend. 

The committee in charge of general 
arrangements and speakers’ program is 
under the chairmanship of John R. Sand- 
erlin, Brown-Forman Distillers Corpora- 
tion, Louisville, and includes G. Stuart 
Bruder, The Mengel Company, Louis- 
ville; R. E. Hoefflin, The Waco Aircraft 
Company, Troy, Ohio; W. B. Harrell, 
Louisville Tin and Stove Company; W. 
H. MacLean, George Byers & Son, In- 
corporated, Louisville, in addition to rep- 
resentatives of the Cincinnati and Indi- 
anapolis Controls whose selection was to 
be announced as this issue went to press. 

It is also planned to extend informal 
invitations to members of the Atlanta, 
Birmingham and Chattanooga Controls. 


Penn-York Division of Buffalo 
Control Set Up 


A meeting of members of the Controllers 
Institute, who are affiliated with the Buffalo 
Control, and who are located in the south- 
western New York and northwestern Penn- 
sylvania area, was held in Bradford, Pennsyl- 
vania, on November 25 to formalize the or- 
ganization of the Penn-York division of the 
Buffalo Control. In addition to members in 
the area who were in attendance, there were 
present James G. Gibson, resident controller 
of Chevrolet Motor and Axle Division of 
General Motors, and president of the Buffalo 
Control; and Raymond A. Laub, partner of 
George Laub’s Sons, and chairman of the Ad- 
missions Committee of the Buffalo Control. 

Paul Haase, assistant secretary of the Con- 
trollers Institute of America and managing 
editor of THE CONTROLLER, represented Na- 
tional Headquarters of The Institute on the 
occasion, having been present and addressed 
the earlier meeting of the group last June, 
when the possibility of its organization was 
first developed. 

The next meeting of the Penn-York divi- 
sion is presently scheduled for the latter part 
of January at Emporium, Pennsylvania. J. C. 
Farley of Sylvania Products, Incorporated, of 
Emporium, is developing the plans for the 
program, and it is expected that a number of 
members of the Buffalo Control will be in 
attendance, on that occasion. 





Among those present at the organization meeting of the Penn-York Division of 
the Buffalo Control, in Bradford, Pennsylvania, on November 25, were (left to right 


in the above photograph) : 





Mr. ]. D. Hayes, Bradford Supply Co., Bradford; Mr. J. C. Farley, Sylvania Elec- 
tric Products, Inc., Emporium, Pennsylvania; Mr. C. E. McCaulley, Elliott Company, 
Ridgway, Pennsylvania; Mr. R. J. Hartung, Sylvania Electric Products, Inc., Em- 
porium; Mr. Paul] Haase, Assistant Secretary, Controllers Institute of America, New 
York; Mr. J. G. Gibson (President of the Buffalo Control), Chevrolet Motor & Axle 
Division, Buffalo, New York; Mr. S. E. Bradley, Dresser Mfg. Division, Bradford; 
Mr. Ray Laub, Ray Laub & Sons, Buffalo; Mr. D. P. Morgan, National Forge & 
Ordnance Co., Irvine, Pennsylvania; Mr. G. E. Nadolske, North Penn Gas Co., Port 





No Insurance Sold 


Word received by The Institute, early in 
December, indicated O.P.A. forms A and B 
have been discontinued. In making the an- 
nouncement, Paul M. Green, Deputy Admin- 
istrator for Accounting of O.P.A. said: 

“The reports on O.P.A. forms A and B 
which you and thousands of other companies 
voluntarily prepared during the past four 
years have been very useful in the adminis- 
tration of price control. They have also served 
a useful purpose in supplying general finan- 


50 CHURCH STREET 
NEW YORK 7, N. Y. 
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Allegany, Pennsylvania, and Mr. B. V. Edridge, Bovaird & Seyfang Mfg. Co. 


O.P.A. Forms A and B Are Discontinued 


cial information to other government agencies 
that would otherwise have requested similar 
reports. 

‘“‘Now that most of the assignments of the 
Office of Price Administration are completed, 
we are discontinuing the general O.P.A. finan- 
cial reporting program in which your com- 
pany has participated. Parts of this program 
may be continued later by other government 
agencies to meet the needs of the govern- 
ment and the general public.” 
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SEC Revises Financial Statement R eguirements 


of Investment Firms 


The Securities and Exchange Commission 
has announced a general revision of its re- 
quirements as to the form and content of 
financial statements filed by management in- 
vestment companies other than those which 
are issuers of periodic payment plan certifi- 
cates. The revised requirements are applicable 
to all financial statements filed by such com- 
panies under the Investment Company Act 
of 1940, the Securities Act of 1933 and the 
Securities Exchange Act of 1934. The action 
taken resulted in a complete restatement of 
Article 6 of Regulation S-X and in major 
changes in the related supplementary sched- 
ules contained in Rules 12-19, 12-20, 12-21 
and 12-22 of Article 12 of Regulation S-X. 
In addition, as a result of the restatement of 
Article 6 certain related changes have been 
made in Rules 4-10 and 11-01 and in caption 
1(a) of Rule 11-02. 

The Commission also made public a state- 
ment reviewing the development of the re- 
vised Article 6 and setting forth its conclu- 
sions as to certain of the problems with which 
the rules deal. 

The amendments of Regulation S-X_ be- 
come effective on December 31, 1946, pro- 
vided that any financial statements included 
in a report required to be filed prior to March 
15, 1947 need only comply with the provisions 
of Regulation S-X as in effect immediately 
prior to the adoption of these rules and, 
provided further, that rules prescribing the 
accounting treatment for any transaction or 
adjustment of the accounts shall be effective 
only as to transactions or adjustments of 
accounts for fiscal years commencing on or 
after December 31, 1946. 

The Securities and Exchange Commission 
has also announced the issuance of a release 
in its Accounting Series discussing a prob- 
lem that may lee management investment 
companies in complying with the require- 
ments of the recently revised Article 6 of 
Regulation S-X. The release outlines certain 
procedures which may be followed in allocat- 
ing past dividends so as to arrive at (1) the 
balance of undistributed net income (exclud- 
ing gain or loss on investments); and (2) 
accumulated net realized gain or loss on in- 
vestments. The release, prepared by William 
W. Werntz, Chief Accountant, follows: 

“Inquiry has been made as to the pro- 
cedure to be followed where a management 
investment company has not heretofore shown 
separately in its accounts (1) the balance of 
undistributed net income (excluding gain or 
loss on investments); and (2) accumulated 
net realized gain or loss on investments. Sub- 
division into these two categories is required 
of management investment companies by 
Rule 6-03-21(a)(2) and (3) of the recently 
revised Article 6 of Regulation S-X, govern- 
ing the form and content of financial state- 
ments filed by such companies. A principal 
problem in such segregation relates to divi- 
dends heretofore paid without any designation 
as between these two sources of income. 

“Sec. 19 of the Investment Company Act 
of 1940 requires such segregation to be made 
in connection with dividends declared after 
the effective date of that Act. In connec- 
tion with the promulgation on February 21, 
1941 of Rule N-19-1 which implements Sec. 
19, there was simultaneously published an in- 
terpretive letter dealing with the treatment of 
past dividends. 

“In my opinion, it would be appropriate to 
employ the methods and principles set forth 
in that letter in arriving at the segregated bal- 
ances required by the new Rule 6-03-(a) (2) 


and (3) of Regulation S-X. The pertinent 
portion of the letter reads as follows: 


“In connection with Section 19 of the 
Investment Company Act and the recent 
Rule N-19-1 adopted pursuant to it, you 
have raised some questions of interpretation. 

“ ‘Section 19 provides in effect that divi- 
dend payments made by a registered invest- 
ment company must be accompanied by 
written statements adequately disclosing the 
source of the dividend if the dividend is 
paid wholly or partly from any source other 
than— 


“"(1) such company’s accumulated undis- 
tributed net income, determined in 
accordance with good accounting 
practice and not including profits 
or losses realized upon the sale of 
securities or other properties; or 


““*(2) such company’s net income so de- 
termined for the current or preced- 
ing fiscal year. 


““Rule N-19-1, among other things, pro- 
vides in effect for the segregation of certain 
designated sources of dividend payments for 
the purpose of disclosure. 

“Your first inquiry, as I understand it, re- 
lates to the problem of ascertaining the pres- 
ently available balances of the sources desig- 
nated in Section 19 and Rule N-19-1. You 
point out that, prior to the time the Invest- 
ment Company Act went into effect, an in- 
vestment company may not have segregated 
its income and surplus in a way contemplated 
by that Section and the recently adopted rule; 
therefore, dividend payments in the past may 
not have been allocated according to the 
sources designated therein. You are concerned 
as to the method companies in this situation 
may use in determining mow the sources 
against which past dividends are to be charged 
in order to determine the balances of “‘accu- 
mulated undistributed net income’ and other 
sources available for the purposes of Section 19. 

“““Where, prior to November 1, 1940 (the 
effective date of the Investment Company Act) 
any legal allocation of dividend payments has 
been made on the books or by resolution of 
the board of directors, or in some other ap- 
propriate manner, to one of the sources set out 
in Rule N-19-1, in my opinion, such alloca- 
tion need not be changed. As to past dividends 
not so allocated, it is my opinion that the fol- 
lowing allocation should normally be fol- 
lowed: The total amount of such dividends 
accrued and declared in any fiscal year should 
be charged first to the accumulated undistrib- 
uted net income, if any, at the close of such 
year, and any excess should be charged to the 
accumulated net profits from the sale of se- 
curities or other properties, if any, at the 
close of such year, and any excess thereafter 
should be charged to paid-in surplus or other 
capital source. The determination of accumu- 
lated net profits from the sale of securities or 
other properties should be made in accordance 
with the company’s financial accounts rather 
than its tax accounts. 

“Your second inquiry bears on the same 
problem. In examining the past to make the 
necessary determination of available balances 
now, transactions must be reviewed in the 
light of “‘good accounting practice,” the stand- 
ard set up in Section 19. Your problem is 
whether that standard is the good accounting 
practice of the present day or that of the date 
of any particular transaction. In my opinion, 
it is the latter.’”’ 


53 


Gross indebtedness of the 397 largest 
cities—those having 1940 populations 
over 25,000—was reduced 3.9 per cent 
to $7,492 million in 1944 from $7,795 
million in 1943. Nearly all these cities 
showed decreases. 

Because many cities put extra amounts 
into their sinking funds, the decrease in 
the net long-term indebtedness was even 
greater than in the gross, namely to 
$6,185 million from $6,455 million, or 
4.2 per cent, according to a report by 
Lewis B. Sims, Assistant Chief in the 
Government's Division, Bureau of the 


Census. 
a * a 


Medicine has already made such prog- 
ress that it could stop today and do noth- 
ing for fifty years and Government 
H. La- 


couldn’t catch up.—Fiorello 
Guardia. 
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MEETINGS OF CONTROLS 








WESTERN MICHIGAN 
Topic: BUDGETING 
Mr. P. W. Noble, of Booz, Allen and Hamil- 
ton, management counsellors, Chicago, gave a 
brief talk and led a discussion on ‘Budgeting 
and Budgetary Control,’ at the December 11 
meeting of the Western Michigan Control, at 
the Peninsular Club, Grand Rapids. 


TWIN CITIES 
Topic: FINANCIAL STATEMENTS 


A joint meeting with the Twin City Con- 
trollers Association was staged on December 3 
at the St. Paul Athletic Club by the Twin 
Cities Control of The Institute. The speaker 
was George C. Ludolph, resident partner of 
Touche Niven & Company, Minneapolis, who 
discussed “Recent Developments in Financial 
Statements.”’ 


TOLEDO 
ROUND-TABLE DISCUSSION 


A variety of topics were submitted and devel- 
oped by the members of the Toledo Control at 
the Secor Hotel, on December 12. Among the 
matters discussed were individual problems, 
product data, cash policies, and income taxes. 


SYRACUSE 
Topic: CAPITAL ASSETS 
The ninth anniversary of the Syracuse Con- 
trol of the Controllers Institute of America was 
observed at the December 17 meeting of the 
Control at the Onondaga Hotel. The program 
committee had arranged for that occasion a 
round table discussion on “Capital Assets— 
Their Evaluation and Depreciation for Insur- 
ance and Tax Purposes.” The discussion leaders 
were Allen Ritz of Rollway Bearing Company 
of Syracuse, and Ray Johnson of Cine-Simplex 
Corporation of Syracuse. 


SPRINGFIELD 
Topic: INVENTORIES 
Mr. Paul Wilks, of the Strathmore Paper 
Company, West Springfield, Massachusetts, 
functioned as discussion leader at the monthly 
meeting of the Springfield Control on Decem- 
ber 17, at the Sheraton Hotel. Various phrases 
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of inventories were covered by Mr. Wilks and 
the members in attendance. 


SEATTLE 
Topic: LEGAL PITFALLS 


On December 19, the Seattle Control held its 
monthly meeting at the Washington Athletic 
Club. The guest speaker, Lowell P. Mickelwait, 
a partner in the legal. firm of Holman & 
Sprague, Seattle, discussed “Some Common 
Legal Pitfalls in Business.” 


SAN FRANCISCO 
Topic: TAXES 
Mr. Edward Mencoff of Arthur Anderson & 
Company was the featured speaker of the No- 
vember 21 dinner meeting of the San Francisco 
Control, at the St. Francis Hotel. Introducing 
the subject of taxes, Mr. Mencoff analyzed, 
particularly, recent court decisions in the tax 
field, the allocation of income between states, 
and “Improper Accumulations of Surplus.” 


ROCHESTER 
Topic: OPERATION 1947 
Mr. E. S. LaRose, controller of Bausch and 
Lomb Optical Company, Rochester, and a mem- 
ber of the Controllers Institute of America, 
addressed the November 27 dinner meeting of 
the Rochester Control. Mr. LaRose, who is also 
a member of the Rochester Control’s Tenth 
Anniversary Committee, presented his views on 
“Operation 1947.” 


PORTLAND 
Topic: ECONOMIC OUTLOOK 
“The Economic Outlook for 1947” was fore- 
cast by Lamar Newkirk, business editor of the 
Oregon Journal, before the December 19 din- 
ner meeting of the Portland Control at the 
Multnomah Hotel. 


PITTSBURGH 
CHRISTMAS PARTY 
The Pittsburgh Control held its annual 
Christmas party at the Duquesne Club, Pitts- 
burgh, on Monday, December 16. 


PHILADELPHIA 
Topic: 1947 OUTLOOK 
For its December 5 meeting, the Philadel- 
phia Control scheduled an address by John 
David Gill, entitled “‘The Outlook for 1947.” 
Mr. Gill is at present economist and a member 
of the board of directors of the Atlantic Refin- 
ing Company. 


NEW YORK CITY 
Topic: INDUSTRIAL INSURANCE 
Mr. Herbert L. Jamison, of Herbert L. Jami- 
son, New York, delivered an address on “In- 
dustrial Insurance—Maximum Coverage at 
Minimum Costs’ before the New York City 
Control at their December 12 meeting at the 
Hotel New Yorker. 


NEW ORLEANS 
Topic: FUTURE OF PORT 


The future of the port of New Orleans was 
considered at the December 17 meeting of the 
New Orleans Control, which was held in the 
Pan-American room of the Hotel Roosevelt. 
The speaker was Mr. Robert L. Simpson, presi- 
dent of the New Orleans Dock Board, and past 
president of the New Orleans Association of 


Commerce. Mr. Simpson is president of the 
C. T. Patterson Company, of New Orleans. 


MILWAUKEE 
Topic: MANAGEMENT 
As guest speaker for the Milwaukee Con- 
trol’s December 10 meeting, in the Pere Mar- 
quette Room of the Hotel Schroeder, Mr. 
E. J. Brown, president of the International 
Brotherhood of Electrical Workers, A. F. L., 
analyzed ‘“Labor’s Demands on Management 

in the Future.” 


LOUISVILLE 
Topic: FOREIGN POLICY 
“American Foreign Policy” was considered 
by the members of the Louisville Control, at 
the dinner meeting on November 27 in the 
Kentucky Hotel, following an address on the 
subject by Mr. Mark Ethridge, vice president 
and publisher of the Courier-Journal and Times 
Company, Louisville. Mr. Ethridge based his 
observations on personal study during a recent 
trip to Europe. 


LOUISVILLE 
CHRISTMAS PARTY 
The members of the Louisville Control at- 
tended the annual Christmas party given by the 


Control, on December 18 at the Kentucky 
Hotel. 


LOS ANGELES 
Topic: INFLATION 
The subject “Federal Reserve versus Infla- 
tionary Pressures’ was presented at the Novem- 
ber 29 dinner meeting of the Los Angeles 
Control, at the Los Angeles Athletic Club by 
Dr. Kenneth L. Trefftzs, who is head of the 
department of finance at the University of 
California. 


LOS ANGELES 
CHRISTMAS PARTY 
The annual holiday party of the Los Angeles 
Control took place at the Colonial Room of the 
Ambassador Hotel on December 18. An enter- 
tainment program for the occasion was ar- 
ranged by the vice-president of the Control, 
Dwight A. Moore. 


INDIANAPOLIS 
Topic: BUSINESS OUTLOOK 
Dr. M. O. Ross, President of Butler Uni- 
versity, analyzed “The Outlook for Business” 
at the November 21 dinner meeting, at the 
Lincoln Hotel, of the Indianapolis Control. 


HOUSTON 
Topic: LABOR RELATIONS 
Mr. F. J. Lackey of Consolidated Steel Cor- 
poration, spoke on the ‘Trend in Labor Rela- 
tions and the Controller's Position,” at the 
regular monthly meeting of the Houston Con- 
trol held on December 17 at the Houston Club. 


HARTFORD 
HOLIDAY PROGRAM 
A social program appropriate to the holiday 
season was featured by the Hartford Control, 
on the occasion of its December 5 meeting, at 
the Elm Tree Inn, Farmington, Connecticut. A 
program of varied acts of entertainment was 
secured especially for the occasion. 
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DISTRICT OF COLUMBIA 
Topic: SECTION 722 


“The Excess Profits Tax Council and Admin- 
istration of Section 722’ was the topic under 
discussion, at the November 26 meeting of the 
District of Columbia Control, which took place 
at the Carlton Hotel. The speaker was Mr. 
Peter Guy Evans, a member of the Controllers 
Institute, who is now serving as a member of 
the Excess Profits Tax Council, in Washington, 
B.C. 


DETROIT 
Topic: BUSINESS 
“Has Business Too Much Office?” was the 
topic of Mr. Martin S. Quick’s address at the 
November 26 meeting of the Detroit Control. 
Mr. Quick is associated with The Standard 
Register Company and is regional sales manager 
of the Detroit office. 


DAYTON 
Topic: FORECASTING AND BUDGET- 
ING 

Led by E. F. Campbell, R. F. Whisler, and 
W. H. Nicholas, the members of the Dayton 
Control, participated in a special educational 
meeting in the form of a round table discus- 
sion on “Forecasting and Budgeting,” at the 
Seville Restaurant, on December 18. 

The regular monthly meeting of the Dayton 
Control, held at the Van Cleve Hotel on De- 
cember 12, was devoted to a talk on “Carry- 
back Provisions of the Federal Income Tax 
Laws,” by Mr. J. A. Hawk, a partner in the 
firm of Arnold, Hawk and Cuthbertson, CPA’s 
of Dayton, who is also active in the Ohio 
Society of CPA’s and the American Institute of 
Accountants. 


DALLAS 
Topic: CORPORATE STATEMENTS 


The December meeting of the Dallas Control 
was held in the private dining room of La 
Villa Roma on December 17. The subject under 
discussion was “Corporate Statements.’’ Mr. R. 
William Archer, director of publicity of the 
Southwestern Life Insurance Company, Dallas, 
was the speaker for the occasion. 


CLEVELAND 
Topic: 1947 
“Looking Forward into 1947” was dis- 
cussed by Mr. Allan H. Temple, vice-president 
of the National City Bank of New York, at the 
Cleveland Control meeting, which took place 
on December 10, at the Cleveland Athletic 
Club. 


CINCINNATI 
Topic: INVENTORY PROBLEMS 


The December 10 meeting of the Cincinnati 
Control was devoted to a round table discus- 
sion on the subject of “Current Inventory Prob- 
lems and their Solution.’ Members of The 
Institute who participated were Norman Kurz, 
A. C. Nolto, W. J. Ransom, R. W. Sandburg, 
Ben Segal, R. K. Stevenson, Ralph Miller, and 
A. G. Lindquist. The meeting, which acted as a 
sequel to the meeting of the previous month, 
took place at the Alms Hotel. 


CHICAGO 
: Topic: PERSONNEL 
The Chicago Control held a combined 
monthly meeting and dinner on December 10, 
at the Union League Club. Dr. Samuel N. 
Stevens discussed “What Management Should 
Know About Personnel.’’ Dr. Stevens, who has 
been serving Grinnell College, Grinnell, Iowa, 
or the past six years, has also served as presi- 
dent of the Evanston Board of Education, as a 
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member of the Chicago Crime Commission and 
as chairman of the City Committee on In- 
dustrial Relations of Chicago. 


BRIDGEPORT 
Topic: ANNUAL REPORTS 


“Trends in Annual Reports from the Stand- 
point of Visual Presentation of Ideas” was the 
subject discussed at the December 4 meeting of 
the Bridgeport Control at the Stamford Yacht 
Club by Sidney Lieberman of Chart-Facts, New 
York. The meeting also included certain social 
aspects appropriate to the holiday season. 


BOSTON 

Topic: NORTHEAST INDUSTRIAL 

PROBLEMS 

The Boston Control staged a joint meeting 
with the Boston Chapter of N. A. C. A. and the 
Massachusetts Society of Certified Public Ac- 
countants, on December 11, at which the 
speaker was Mr. Laurence F. Whittemore, 
president of the Federal Reserve Bank of 
Boston. The meeting, which took place at the 
Boston City Club, featured Mr. Whittemore 
speaking on “Problems of Industry in the 
Northeast.” 


BALTIMORE 
Topic: TOP MANAGEMENT 


The Lord Baltimore Hotel was the scene of 
the latest Baltimore Control meeting on De- 
cember 11. Mr. Clinton Davidson, Jr., eco- 
nomist for Fiscal Counsel, Incorporated, New 
York, spoke on “Incentive Plans for Top Man- 
agement.” Mr. Paul Haase, Assistant Secretary 
of The Institute, also attended the meeting and 
discussed current activities of The Institute. 


ATLANTA 
CHRISTMAS PARTY 

In place of its regular business meeting, the 
Atlanta Control accepted an invitation from 
Mr. Robert R. Pattillo, a fellow member, the 
result of which was a Christmas party for 
members and their wives on the evening of 
December 19, at Mr. Pattillo’s home. 

Mr. Malcom Bryan, vice chairman of the 
board of the Trust Company of Georgia, ad- 
dressed the members of the Atlanta Control at 
their November 26 meeting. Mr. Bryan chose 
as his subject ‘The Economic Outlook.” 


Better Letters’ Contest 
Solicits Entries 


Twenty gold medals for the outstanding 
business letter craftsmanship of 1946 will be 
awarded to winners in the 11th annual Gold 
Medal Award competition, it was announced 
by the editors at Dartnell, a Chicago publish- 
ing house, and sponsors of the better letter 
contest. Successful business letters of all 
types are considered by the Board of Judges 
for awards, the only stipulation being that 
all letters must be accompanied by an entry 
blank and received at the Dartnell offices on 
or before January 31, 1947. 

The Gold Medal Award was established to 

romote the development of better letters in 
focmeses to provide a means of recognition 
for those who write them; and, to make pos- 
sible a free exchange of the best letters of 
the year among people who write business 
letters regularly, or only occasionally. To 
carry out all of the objectives of the annual 
award, a complimentary portfolio of the 
award winning letters—the best letters of the 
year—is sent to each person or firm sending 
in an entry. Details about the Award and 
copies of the entry blanks may be secured 
from Dartnell’s Gold Medal Award Editor, 
4660 Ravenswood Ave., Chicago 40. 





Houston Control Host to Texas 
Conference on January 24 


Controllers and financial officers of corpora- 
tions in the Texas and nearby areas have been 
invited by the Houston Control of The Insti- 
tute to attend the annual joint meeting of the 
Dallas and Houston Controls, in Houston on 
January 24. Afternoon and evening sessions, 
together with dinner and social features are 
to be highlights of the occasion, which will 
be the third annual get-together. 

Mr. Paul Haase, managing editor of ‘The 
Controller” and assistant secretary of The In- 
stitute will represent national headquarters, and 
will be one of two speakers at the dinner 
session. 


War Reserves Recommendations 
Presented by AIA Committee 


The committee on accounting procedure, 
American Institute of Accountants, recom- 
mended recently that costs and losses arising 
from strikes occurring after resumption of 
peacetime operations be barred as charges 
against special war reserves. The recommenda- 
tion was among several included in a bulletin 
under the title of “Accounting for the Use of 
Special War Reserves.” 

Also “not considered as appropriate charges” 
to war reserves were: Losses due to failure to 
‘achieve full peacetime production because of 
material and other shortages’; losses result- 
ing from “failure to make profits on peace- 
time production because of the limitations of 
price ceilings, or because of lack of full pro- 
duction,” and inventory losses on peacetime 
products from future deflationary price ad- 
justments. All items listed as inappropriate 
as charges against war reserves, the committee 
recommended, should be considered proper 
charges to peacetime revenue. 
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NEW MEMBERS ELECTED 








By action of the Executive Committee on 
December 10, 1946, the applicants named be- 
low were elected to active membership in The 
Institute: 


C. Lroyp ARCHER 
Freedom-Valvoline Oil Company, Freedom, 
Pennsylvania. 

EDMUND BACKMAN 
Glenwood Range Company, Taunton, Massa- 
chusetts. 

JoHN C. C. ByRNE 


Grayson Heat Control, Ltd.,. Lynwood, Cal- 


ifornia. 

HENRY F. CHADEAYNE 
General American Life Insurance Company, 
St. Louis. 

Cart H. CHATTERS 
The Port of New York Authority, New 
York City. 

RICHARD C. CroucH 
Acme Aluminum Alloys, Inc., Dayton, Ohio. 

LaurENS D. DAWES 
Munsingwear, Inc., 
sota 

ELMER F. Dow 
Colts Patent Fire-Arms Manufacturing Com- 
pany, Hartford, Connecticut. 

CHARLES G. DUDLEY 
Cavalier Corporation, 
nessee. 

EpwWIN J. GLOCKE 
Socony-Vacuum Oil Company, Inc., New 
York City. 

Jesse C. GopwiIn 
Woodward & Lothrop, Washington 13, 
D.C. 

ARNOLD W. HartTIG 
Universal Products Company, Inc., 
bora, Michigan. 

GEORGE R. HERZOG 
The Union Bank of Commerce Company, 
Cleveland. 

CHARLES H. HITTLE 
American National Bank at Indianapolis, In- 
dianapolis, Indiana. 

Ray C. JOHNSTONE 
Blalock Machinery & Equipment Company, 
Atlanta, Georgia. 

STANLEY P. JONES 
Northwestern Glass Company,’ Seattle, Wash- 
ington. 

ERNEST M, KNAPP 
— Machine & Foundry Company, Cleve- 
and. 

Howarp KROEHL 
Seattle Gas Company, 1511 Fourth Avenue, 
Seattle, Washington. 

LUTHER E. LAWRENCE 
McLouth Steel Corporation, Detroit. 


Minneapolis, Minne- 


Chattanooga, Ten- 


Dear- 





Election of the 36 new 
members named above 
brings the membership 
of The Institute to 





Grecory M. LAYNE 
Mid-States Steel and Wire Company, Craw- 
fordsville, Indiana. 
H. A. Lewis 
General Cable Corporation, Perth Amboy, 
New Jersey. 
THEODORE I. LUNDQUIST 
Balcrank, Inc., Disney near Marburg, Cin- 
cinnati. 
Davin McKay 
The Port of New York Authority, New 
York City. 
SAMUEL E. MACARTHUR 
Federal Mogul Corporation, Detroit. 
J. B. Martin 
Mullins Manufacturing Corporation, Salem, 
Ohio. 
R. A. MARTIN 
Standard Oil Company (Ohio), Cleveland. 
W. RANDLE MITCHELL 
The American Pulley Company, Philadel- 
phia. 
JOHN V. PAGE 
Raymond Laboratories, Inc., St. Paul, Min- 
nesota. 
RALPH E. PETERING 
The Emerson Electric Manufacturing Com- 
pany, St. Louis. 
HuGH E. PHARR 
Nunnally & McCrea Company, Inc., At- 
lanta, Georgia. 
R. B. Scotr 
General Finance Corporation, Chicago. 
JOHN F. SELLS 
John Morrell & Company, Ottumwa, Iowa. 
GeorGE E. SHAW 
National Industrial Conference Board, Inc., 
New York City. 
W. W. STEWART 
The National Screw & Manufacturing Com- 
pany, Cleveland. 
C. H. VAN ABEL 
The C. Reiss Coal Company, Sheboygan, 
Wisconsin. 
FRED W. Woops 
a Union Oil Corporation, New York 
ity. 


Business Cycle Study Finds 
Values in Past 


Characteristics of business cycles have 
not been altered sufficiently in the present 
era to warrant the assumption that past 
history is more or less valueless in ap- 
praising the outlook for cyclical fluctua- 
tions, according to a study published by 
the National Bureau of Economic Re- 
search under the title “Measuring Busi- 
ness Cycles.” 

In the study, the co-authors, Profes- 
sors Arthur F. Burns and Wesley C. 
Mitchell, stress the conclusion that while 
no noteworthy secular change has oc- 
curred to change the importance of the 
past studies of this character, it is still 
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from the data now available. 

Views as to the durations of business 
cycles are based on studies of cyclical 
phenomena in the United States and 
Great Britain since 1854, in France since 
1865 and in Germany since 1879. In 
each case the period covered is divided 
into three roughly equal parts. It is found 
that in the case of the United States the 
average duration of the business cycle 
declined from 61 months in the earliest 
of the three sub-periods (1854-85) to 40 
months in the second and 42 months in 
the most recent (1908-33). 

But within each period the cycles va- 
ried greatly in duration. The shortest 
cycle in the first period lasted 30 months, 
the longest, 99. In the last period the 
shortest cycle ran 29 months from trough 
to trough, the longest, 63. In the three 
other countries the variations are similar, 
with little indication of a secular decline 
in cycle duration. 

It is possible that a lasting change has 
taken place in the character of the busi- 
ness cycle since 1941, note the authors of 
this study, “but we do not have as yet a 
sufficient number of cyclical observations 
to establish the result with confidence.” 

There is some evidence, though it is 
far from conclusive, that cyclical fluctua- 
tions in the United States have intensified. 
But the authors observe that on the whole 
their measurements “indicated a family 
likeness between the business cycles that 
came before and after 1914.” 

On the controversial question of 
whether the depression which began in 
1929 in the United States touched bot- 
tom in 1932 or in 1933 the Burns- 
Mitchell study inclines toward the latter 
date, though it withholds final judgment 
on the matter until this tentative conclu- 
sion has been tested in the light of fur- 
ther studies of economic series now in 
progress or contemplation by the National 
Bureau. 

“Business activity,” they note, in dis- 
cussing this period, “fell to a deep trough 
in the summer of 1932, revived in the 
autumn, slumped again at the end of 
the year, and reached a new trough in 
the spring of 1933. Of the two troughs 
that in the summer of 1932 is lower in 
the Federal Reserve Board index of pro- 
duction and in several other series. But a 
great majority of the series show a lower 
trough in the spring of 1933. We believe 
that the evidence favors this date rather 
than June or July, 1932.” 

In Great Britain and Germany the turn- 
ing point came in August, 1932, and in 
France in July, 1932. 

Burns and Mitchell, incidentally, reject 
the idea that the period 1933-37 included 
two or more separate ‘‘cycles.”” They set 
down in detail six reasons for concluding 
that this was a single cyclical expansion 
which, “unlike past recoveries in this 
country, was subject to repeated political 
shocks.” 
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